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Narrative

Purpose: To authorize and award a Purchase Crder to Tyler Technologies for the upgrade of the SoftCode
Civil3erve process software for the Nassau County Correctional Center.

Discussion: Tyler Technologies is the sole owner of the SoftCede CivilServe software application including
all rights and title to this proprietary system. Tyler Technologies is the only vendor that can license,
support and maintain this system for the Nassau County Correctional Center. This purchase order is to
upgrade and maintain the present system.

Past Procurement History: Tyler Technologies is a responsible vendor who has been doing business
with Nassau County since 2005.

Impact on Funding: The cost of this purchase order is One Hundred Fifty Two Thousand Six Hundred
Dollars ($152,600.) from General Funds.

Recommendation: Office of Purchasing recommends awarding a purchase-order-to
the sole source for this contract. R S,
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COUNTY OF NASSAU

INTER — DEPARTMENTAL MEMO

TO: CLERK OF THE COUNTY LEGISLATURE A-40-2015

FROM: FRANK ]NTAGLIATA, COMMISSIONER OF SHARED SERVICES
OFFICE OF PURCHASING

DATE: AUGUST 21,2015

Of

SUBJECT: RESOLUTION-NASSAU COUNTY CORRECTIONAL CENTER

THIS RESOLUTION IS RECOMMENDED BY THE DIRECTOR, OFFICE OF PURCHASING TO
AUTHORIZE AN AWARD AND TO EXECUTE A PURCHASE ORDER IN THE AMOUNT OF ONE
HUNDRED FIFTY TWO THOUSAND SIX HUNDRED DOLLARS ($152,600.00) ON BEHALF OF
THE NASSAU COUNTY CORRECTIONAL CENTER TO TYLER TEGHNOLOGIES FOR THE
UPGRADE OF THE SOFTCODE CIVILSERVE PROCESS SOFTWARE FOR THE NASSAU
COUNTY CORRECTIONAL CENTER,

THE ABOVE DESCRIBEDDOCUMENT ATTACHED HERETO IS FORWARDED FOR YOUR.
REVIEW AND APPROVAL AND SUBSEQUENT TRANSMITTAL TO THE RULES COMMITTEE

FOR INCLUSION IN ITS AGENDA /

FRANK INTAGLIATA.

. COMMISSIONER OF SHARED SERVICES
‘ OFFICE OF PURCHASING
MS: br
ENCL: (1) STAFF SUMMARY
(2) DISCLOSURE STATEMENT
(3) RESOLUTION
(4) BID SUMMARY .
(5) BID PROPOSAL

(6) CERTIFICATE OF LIABILITY INSURANCE
(7) RECOMMENDATION OF AWARD
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[ RULES RESOLUTION 2015

¢

A RE@bLUTION AUTHORIZING THE DIRECTOR OF NASSAU COUNTY OFFICE OF
PURdiHASING TO AWARD AND EXECUTE A CONTRACT BETWEEN THE COUNTY OF
NASS'?AU ACTING ON BEHALF OF NASSAU COUNTY CORRECTIONAL CENTER AND
TYLER TECHNOLOGIES.
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+ WHEREAS, the Director is representing to the Rules Committee that the firm, TYLER

oo, Coe
TECHNOLOGIES is a sole source provider and meets all specifications for the product described in the

¢ = C )
said contract as determined by the Director of the Office of Purchasing.
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RESOLVED, that the Rules Committee of the Nassau County Legislature authorizes the Director,

Office'of -Purchasing to award and execute the said Purchase Order with TYLER TECHNOLOGIES.

r

1
LI



/4,.6@,/5"

COUNTY OF NASSAU

: | CONSULTANT’S, CONTRACTOR’S AND VENDOR’S DISCLOSURE FORM

1.7 . ‘Name of the Entity: Tvler Technologics, Inc.

: "_Address: 4100 Miller Valentine Court

* City, State and Zip Code: Moraine. OH 45439

2. ~Entity’s Vendor Identification Number: 752303920-01-

3. .-_ffype of Business: ‘_X_Publie Corp Partnership | Joint Venture
- Ltd. Liability Co _ Closely Held Corp Other (specify)
4. Llst names and addresses of all principals; that is, all individuals serving on the Board of

Directors or comparable body, all partners and limited partners, all corporate officers, all parties
of Joint Ventures, and all members and officers of limited liability compames (attach add1t10na1
sheets if necessary)

See Attached

Please note, we do not disclose the addresses of Tyler’s management team.

5. List names and addresses of all shareholders, members, or partners of the firm. Ifthe
shareholder is not an individual, list the individual sharcholdres/partners/members. If a Publicly
held Corporation include a-copy of the 10K in lien of completing this section.

See attached 10K
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6. : Listall affiliated and related companies and their relationship to the firm entered on line
1. above (if none, enter “None™). Attach a separate disclosure form for each affiliated or
subsidiary company that may take part in the performance of this contract. Such disclosure shall
be updated to include affiliated or subsidiary companies not previously disclosed that participate
in the performance of the contract.

None

7. ¢ List all Iobbyists whose services were utilized at any stage in this matter (i.e., pre-bid,
bid, post-bid, etc.). The term “lobbyist” means any and every person or organization retained,
employed or designated by any client to influence - or promote a matter before - Nassau County,
its agencies, boards, commissions, department heads, legislators or committees, including but not
- limited to the Open Space and Parks Advisory Committee and Planning Commission. Such
matters include, but are not limited to, requests for proposals, development or improvement of
real property subject to County regulation, procurements, or fo otherwise engage in lobbying as
the term is defined herein, The term “lobbyist” does not include any officer, director, trustee,
employee, counsel or agent of the County of Nassau, or State of New York, when discharging
his or her official duties.

(a) Name, title,.business address and telephone number of lobbyist(s):

None
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(b) Describe lobbying activity of each lobbyist. See page 4 of 4 for a complete
description of lobbying activities. _

N/A

(c')‘ List whether and where the person/organization is registered as a lobbyist (e.g.,
Nassau County, New York State):

N/A

8. | VERIFICATION: This section must be signed by a principal of the consultant,
contractor or Vendor authorized as a signatory of the firm for the purpose of executing Contracts.

The undersigned affirms and so sweais that he/she has read and understood the foregoing
statements and they are, to his/her knowledge, true and accurate.,

Dated: September 2. 2015 Signed: G)L'S I

Print Name: Gus Tenhundfeld

Title: Inside Sales Manager
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The term lobbying shall mean any attempt to influence: any determination made by the
Nassau County Legislature, or any member thereof, with respect to the introduction, passage,
defeat, or substance of any local legislation or resolution; any determination by the County
Executive to support, oppose, approve or disapprove any local legislation or resolution, whether
or not such legislation has been introduced in the County Legislature; any determination by an.
elected County official or an officer or employee of the County with respect to the procurement
of goods, services or construction, including the preparation of contract specifications, including
by not limited to the preparation of requests for proposals, or solicitation, award or
administration of a contract or with respect to the solicitation, award or administration of a grant,
loan, or agreement involving the disbursement of public monies; any determination made by the
County Executive, County Legislature, or by the County of Nassau, its agencies, boards, _
comymissions, department heads or committees, including but not limited to the Open Space and
Parks Advisory Committee, the Planning Commission, with respect to the zoning, use,
development or 1mp1 ovement of real property subject to County regulation, or any agencies,
boards, commissions, department heads or committees with respect to requests for proposals,
blddmg, procurement or contracting for services for the County; any determination made by an
elected county official or an officer or employee of the county with respect to the terms of the
acquisition or disposition by the county of any interest in real property, with respect to a license
or permit for the use of real property of or by the county, or with respect to a franchise,
conéeéssion or revocable consent; the proposal, adoption, amendment or rejection by an agency of
any rule having the force and effect of law; the decision to hold, timing or outcome of any rate
making proceeding before an agency; the agenda or any determination of a board or commission;
anyidetermination regarding the calendaring or scope of any legislature oversight hearing;

the issuance, repeal, modification or substance of a County Executive Order; or any
determination made by an elected county official or an officer or employee of the county to
support or oppose any state or federal legislation, rule or regulation, including any determination
made-to support or oppose that.is contingent on any amendment of such legislation, rule or
1egu1at10n whether or not such legislation has been formally introduced and whether or not such
rule, or regulation has been formally proposed.
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FORM 10-K

(Annual Report)
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f PLANO, TX 75024
Telephone 9727133700
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Sector  Technology
‘Fiscal Year 12/31
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES AND EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 2014
OR

[ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Commisston File Number 1-10485

TYLER TECHNOLOGIES, INC.,

(Exact name of registrant as specified in its charter)

DELAWARE : 75-2303920
(State or other jurisdiction of incorporation ) (LR.S. employer
N or organization} identification no.)
. 5101 Tennyson Parkway
v Plano, Texas 75024

(Addl ess of principal executive offices) (Zip code)
' Registrant’s telephone number, mcludlng area code: (972) 713-3700

‘Securities 1'egiste1'ed pursuant to Section 12(b) of the Act:

L . : Name of each exchange
Title of each class on which registered

COMMON STOCK, $0.01 PAR VALUE NEW YORK STOCK EXCHANGE
Securities registered pursuant to Section 12(g] of the Act:
NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. YES [ NO
Indicate by check mark if the registrant is nof required to file reports pursuant to Section 13 or 15(d) of the Act,.  ¥YES O NO X

Indicate by checl mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding
12 months (or for such shorter peried that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES
NO O -

Indieate by check mark if disclosure of detinguent filer pursuant to Itern 405 of Regulatiun 8-K is not contained herein, and will not be contained, to the best of the
registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of the Form 10-K or any amendment to the Form 10-K, YES O
NO [= H
Indicate by check marl whether the registrant has submitted electronicalty and pested on its corporate Web site, if any, every Interactive Data file required to be sbmittad
and posted pursuant to Rule 405 of Regulation §-T during the preceding 12 months {or for such shorter period that the registrant was required to submit and post such files). YES

NO O
Indicate by chetk mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of “accelerated filer and large
accelerated filer” in Rule 12b-2 of the Exchange Act. {Check one):

Large accelerated filer - E - Accelerated filer O
MNon-accelerated filer [0 (Do not check if a smaller reporting company} ’ Smaller Repeorting Company O
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act.) YES [0 NO

The aggregate rharket value of the veting stock held by non-affiliates of the registrant was $2,861,052,000 based on the reported iast sale price of common stock on June 30,
2014, which is the last business day of the registrant’s most recently completed second fiscal quarter.

The number of shares of common stock of the registrant outstanding on Febmary 13, 2015 was 33,581,000,
‘ DOCUMENTS INCORPORATED BY REFERENCE

Certain information required by Part 11T of this annual report is incerporated by reference from the registrant’s definitive proxy statement for its annual meeting of
stackholders to be held on May 12, 2015.
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PARTI

ITEM 1. BUSINESS.
DESCRIPTION OF BUSINESS

Tyler Technologies, Inc. (“Tyler”) is a major provider of integrated information management solutions and services for the public sector, with a
foeus on local governments, We partner with clients to make local government more accessible to the public, more responsive to the needs of
citizens and more efficient in its operations. We have a broad line of software solutions and services to address the information technology
{(“TT”) needs of major areas of operations for cities, counties, schools and other local government entities. Most of our clients have our software
installed in-house. For clients who prefer not to physically acquire the software and hardware, most of our software applications can be delivered
as software as a service (“52a5™), which utilize the Tyler private cloud. We provide professional 1T services to our clients, including software
and hardware instatlation, data conversion, training and, at times, product modifications. In addition, we are the nation’s largest provider of
outsourced property appraisal services for taxing jurisdictions. We also provide continuing client support services to ensure product performance
and reliability, which provides us with long-term client relationships and a significant base of recurring maintenance revenue. In 2010, we began
providing electronic document filing solutions (“e-filing”), which simiplify the filing and management of court related documents.

Tyler was founded, in. 1966. Prior to 1998, we operated as a diversified industrial conglomerate, with operations in various industrial, retail and
“distribution businesses, all of which have been divested. In 1997, we embarked on a multi-phase growth plan focused on serving the specialized
information management needs of local governments nationwide, Inn 1998 and 1999, we entered the local government IT market through a series
of strategic acquisitions.

MARKET OVERVIEW

T'he state and local govermnent market is cne of the largest and most decentralized IT markets in the country, consisting of all 50 states,
approximately 3,000 counties, 36,000 cities and towns and 13,900 school districts. This market is also comprised of approximately 37,000
special districts and other agencies, each with specialized delegated respensibilities and unique information management requirements.

Traditionally, local government bodies and agencies performed state-mandated duties, 111c1ud111g property assessment, record keeping, road
maintenance, law énforcement, administration of election and judicial functions, and the provision of welfare assistance. Today, a hest of
emerging and urgent issues are confronting local governments, each of which demands a service response. These areas include criminal justice
and corrections, administration and finance, public safety, health and human services, planning, regulatory and maintenance and records and
document managefent, Transfers of responsibility from the federal and state governments to county and municipal governments and agencies in
these and other areas also place additional service and financial requirements on these local government wits. In addition, constituents of local
goveraments are increasingly demanding improved service and better access to information from public entities. As a result, local governments
recognize the increasing value of information management systems and services to, among other things, inprove revenue collection, provide
increased access to information, and streamline delivery of services to their constituents, Local government bodies are now recognizing that “e-
government” is an‘additional responsibility for community develeprment. From integrated tax systems fo integrated civil and criminal justice
information systems, many counties and cities have benefited significantly frem the implementation of jurisdiction-wide systems that allow
different agencies or government offices to share data and provide a more comprebensive approach to information management. Many city and
county governmental agencies also have unique individual information management requirements, which must be tailored to the specific
functions of each partlcular office.

Many local govemments also have difficulties attracting and retaining the staff necessary to support their IT functions. As a result, they seek to
establish long-term Ielatlonshlps with reliable providers of high quality IT ploducts and services such as Tyler.

Although local govcmments generally face budgetary constraints in their op erations, their prima:y revenue sources are usually property taxes,
and to a lesser extént, utility billings and other fees, which kisterically tend to be relatively stable. In addition, the acquisition of new technology
typically enables local governments to oper. ate more efficiently, and often provides a measurable return on investiment that justifies the purchase
of software and related services.

Gartner, Inc., a leading information technology research and advisory comparny, estimates that state and local government application and
vertical specific software spending will grow from $11.0 billion in 2015 to $12.9 billion in 2018. The professional services and support segments
of the market, where aur business is primarily focused, is expected to expand from $32.8 billion in 2015 to $35.0 billion in 2018. Application
and vertical specific software sales in the primary and secondary education segments of the market is




expected to expanci from $2.0 billion in 2015 to $2.5 billion in 2018 while professional services and support are expected to grow from $2.4
billion in 2015 to $2.7 billien in 2018.

PRODUCTS AND SERVICES

We provide a comprehensive and flexible suite of products and services that addresses the information technology needs of cities, counties,
schools and other logal government entities. We derive our revenues from five primary sources:

» sales of software licenses and royalties;
. subscriptio_rn-based arrangements;

» software services;

. 111aintenanée; and support; and

s appraisal services.
We design, develop and market a broad range of software solutions to serve mission-critical “back-office™ functions of local governments. Many
of our software applications include Internet-accessible solutions that allow for real-time public access to a variety of information or that allow
the public to transact business with local governments via the Internet. Our software solutions and services are generally grouped in five major
areas: '

e Financial Maﬁagement and Education,

e Courts anci Justice;

e Property Apprarsal and Tax;

+ Planning, Regulatory and Maintenance; and

« Landand Vifa‘l Records Management:
Fach of our core so&wale gystems consists of sever al fully integrated applications. For clients who acquire the software for nse in-house, we
generally license our systems under standard perpetual license agreements that provide the client with a fully paid, nonexclusive, nontransferable
right to use the software. In some of the product areas, such as financial management and education and property appraisal and tax, we offer
multiple solutions deésigned to meet the needs of different sized governments,

We also offer Saa§ arangements, which utilize the Tyler private cloud, for clients who do not wish to maintain, update and operate these
systems of to makd up-front capital expenditures to implement these advanced technologies. For these clients, we deliver our software using the
SaaS model — the'software and client data are hosted at our data centers or at third-party locations, and clients typwally sign I’l’llﬂtl -year
contracts for these subscription-based services.

Historically, we have had a greater proportion of our annual revenues in the second half of our fiscal year due to governmental budget and
spending cycles and the timing of system implementations for clients desiring to “go live” at the begiming of the calendar year.

A description of our suites of products and services follows:

Software Licenses*
Financial Monagement and Education

Our financial management and education solutions are enterprise resource planning systems for local governments, which integrate information
across all facets of a-client organization. Our financial management solutions include modular fund accounting systems that can be tailored to
mieet the needs of virtually any government agercy or not- for-profit entity. Our financial management systems include modules for general
ledger, budget preparation, fixed assets, requisitions, purchase orders, bid management, accounts payable, contract management, accounts
receivable, investment management, inventory control, project and grant accounting, work orders, job costing, GASB reporting, payroll and
humian resources. All of our financial management systems are intended to conform to government auditing and financial reporting requirements
and generally accepted acgounting principles,

We sell utility b111111g systems that support the billing and cellection of metered and non-metered services, along with multiple billing cycles.
Our Web-enabled utility billing soluticns allow clients to access information cnline such as average consumption and transaction history. In
addition, our systefns can accept secured Internet payments via credit cards and checks.




We also offer spectalized products that automate numerous city functions, including municipal courts, parking tickets, equipment and project
costing, animal licenses, business licenses, permits and inspections, code enforcement, citizen complaint tracking, ambulance billing, fleet
maintenance, and cemetery records management,

In addition fo providing financial management systemis to K-12 schools, we sell student information systems for K-12 schools, which manage
such activities as scheduling, grades and attendance. We also offer student transportation solutions to manage school bus routing optimization,
fleet management, field trips and other related functions.

Tyler’s financial management and education solutions include Web components that enhance local governments’ service capabilities by
facilitating online aceess to information for both employees and citizens and enabling enline transactions.

Courts and Justice

We offer a complete, fully integrated suite of judicial solutions designed to handle complex, multi-jurisdictional county or statewide
implementations as well as single county systems. Our solutions help eliminate duplicate data eniry, promote more éffective business procedures
and improve efficiency across the entire justice process.

Our unified court case management system is designed to automate the tracking and management of information involved in all case types,
including criminal, traffic, civil, family, probate and juvenile ceurts. It also tracks the status of cases, processes fines and fees and generates the
specialized judgment and sentencing documents, notices and forms required in the court process, Documents received by the court can be
scanned into the electronic case file and easily retrieved for viewing. Documents generated by the court can be electronically signed and
automatically attached to the electronic case file. Additional modules antomate the management of court calendars, coordinate judge’s schedules
and generate court dockets. Our targeted courtroom technologies allow courts to rapidly review calendars, cases and view documments in the
courtroom, Courts may also take advantage of our related jury management system.

Our law enforcement systems automate police and sheriff functions from dispatch and records management through booking and jail
management. Sear: chmg, reporting and tracking features are integrated, allewing reliable, up-to-date access to current arrest and incarceration
data, including digital mug shots, Our systems also provide warrant checks for visitors or book-ins, inmate classification and risk assessment,
commissary, property and medical processing, automation of statistics, and state and federal reporting. Our computer-aided dispatch/emergency
911 system tracks calls and the availability of emergency response vehicles, interfaces with local and state searches, and assists dispatchers with
processing emergency situations, The law enforcement and jail management systems are fully integrated with prosecution and other court
products that manage the entire judicial process.

Our court and law enforcement systenis allow the public to access, via the Intemet, a variety of information, including non-confidential criminal
and civil court records, jail beoking and release information, bond and bendsmen information, and court calendars and dockets. In addition, our
systems allow cities and counties to accept payments for trafﬁc and parking tickets over the Internet, with a seamless and automatic interface to
back-office justice and financial systems.

Our prosecutor system enables state attorney offices to track and manage criminal cases, including detailed victim information and private case
notes. Investigative reports and charging instrument documents can be generaied and stored for Iater viewing Prosecutors can schedule and
record the cutcome of grand jury hearings. When integrated with the court system, prosecutors can view the electronic case file and related
documents, as well as manage witness lists and subpoenas needed for court hearings.

Our supervision system allows pre-trial and probation offices to manage offender caseloads. Supervision officers can track contact schedules,
rigk/meeds asscssments and reassessments, detailed drig test results, employment histories, compliance with conditions and payments of fees and
restitution. Documents and forms, like pre-sernitence investigations or revocation orders, can be generated and stored for easy viewing, When
integrated with the jail and court systems, supervision officers can have easy access and quick notification of offenders that have court hearings
scheduled, are arrested locally and have new warrants issued,

We also offer a court case management solution that automates and tracks all aspects of municipal courts and offices, It is a fully integrated,
graplical application that provides effective case management, document processing and cash/bond management. This system comnplies with all
state reporting and conviction reports and includes elecironic reporting and also integrates with certain of our financial management solutions
and public safety solutions. Our public safety selution for municipalities includes more than thirty essential law enforcement, criminal
investigation, and administration record management modules, The public safety solution manages information such as arrests and field
interviews, traffic reports and citations, and incident and offense reports, It also supports multimedia files, photo lineups, multi-agency security
and incident workflow and streamlines mandatory reporting to local, state and federal offices.




Property Appraisal and Tax

We pwvide systems and software that automate the appraisal and assessment of real and personal property, including record keeping, mass
appraisal, 1nq111ry and protest tracking, appraisal and tax roll generation, tax statement processing, and electronic state-level reporting, These
systems are image and video-enabled to facilitate the storage of and access to the many property-related documents and for the online storage of
digital photographs of properties for use in defending values in protest situations. Other related tax applications are available for agencies that
bill and collect taxes, including cities, counties, school tax offices, and special taxing and collection agencies. These systems support billing,
collections, lock box eperations, mortgage company electronic payments, and various reporting requirements.

Plamning, Regulatory and Maintenance

Our planning, regulatory and maintenance software solutions are designed for public sector agencies such as, community development, planning,
building, code enforcement, tax and revenues, public works, transportation, land control, environmental, fire safety, storm water management,
regulatory controls and engineering. These solutions help public sector agencies better manage their day-to-day business functions while
streamlining and automating the many aspects of their land management, permitting and planning systems. Our mobile solutions extend
automation to the ﬁeld and Web access brings online services to citizens 24 hours a day, 365 days a year.

Land and Vital Records Management
We also offer a number of specialized software applications designed to help county governments enhance and automate courthouse operations.
These systems record, scan and index information for the many documents maintained at the courthouse, such as'deeds, mortgages, liens, UCC

financing statements and vital records (birth, death and marriage certificates). These applications include fully integrated imaging systems with
batch and scan processing capabilities and fully integrated receipting and cashiering systems, as well as, Web-enabled public access.

Subscription-Based Services

Subseription-based revenue is primarily derived from our SaaS arrangements, which utilize the Tyler private cloud, as well as cur transaction
based offerings such as e-filing solutions.

We are able to provide the majority of our software products through our SaaS model. The clients who choose this model typically do not wish
to maintain, update and operate these systems or make up-front capital expenditures to implement these advanced technolegies. The contract
terms for these arrangemems range from one to 10 years, but are typically contracted for a period of three to six years. The majority of our SaaS
or hosting anangements include additional professional services as well as maintenance and support services. In certain arrangements, the client
may also acquite a'license to the software.

As part of our subscription-based services, we provide e-filing soluticns that simplify the filing and management of court related documents for
courts and law offices: Revemies for e-filing-are included in subscription-based revenues, and are derived from transaction fees and in scme
cases fixed fee arrangements,

Software Services

We provide a vanety of professional IT services to clients who utilize our software products. Virtually all of our clients contract with us for
installation, training, and data conversion services in conmection with their purchase of Tyler’s software solutions. The complete implementation
process for a typical system includes planning, design, data conversion, set-up and testing. At the culmination of the implementation process, an
installation team travels to the client’s facility to ensure the smeoth. transfer of data to the new system. Installation fees are charged separately to
clients on either a fixed-fee or hourly charge basis, depending on the contract.

Both in connection with the mstallation of new systems and on an ongoing basis, we provide extensive training services and programs related to
our products and services. Training can be provided in our training centers, onsite at clients’ locations, or at meetings and conferences, and can
be custemized to meet a clients’ requirements. The vast majority of our clients contract with us for training services, both to improve their
employees’ proficiency and productivity and to fully utilize the functicnality of our systems. Training services are generally billed on an hourly
or daily basis, along with travel and other expenses.




Maintenance and Support

Following the implementation of our software systems, we provide ocngoing software support setvices to assist our clients in operating the
systems and to periodically update the software. Support is provided over the phone to clients through help desks staffed by our client support
representatives, Fot mote complicated issues, our staff, with the clients’ permission, can lo g on to.clients’ systems remotely. We maintain cur
clients’ software largely through releases that contain improvements and incremental additions of features and functionality, along with updates
necessary because of legislative or regulatory changes.

Virtually all of our’software clients contract with us for maintenance and support, which provides us with a significant source of recurring
revenue, We generally provide maintenance and support under annual contracts, with a typical fee based on a percentage of the software
product’s license fee, These fees can be increased annually and may also increase as new license fees increase, Maintenance and support fees ere
generally paid in advance for the entire maintenance contract period. Most maintenance contracts automatically renew unless the client or Tyler
gives notice of termination prior to expiration. Similar support is provided to our Saa$ clients, and is included in their subscription fees, which
are classified as subscription-based revenues.

Avppraisal Services!

We are the nation’s largest provider of property appraisal outsourcing services for local government taxing authorities. These services include:

¢ the physical inspection of conunercial and residential properties;
s data colIection -and processing;

. sophisticatéd co}nputer analyses for property valuation;

. preparatioﬁ'of tax rolls;

» communit)% eduéz_:ltion regarding the assessment process; and

o arbitration petween taxpayers and the assessing jurisdiction.
Local govemnment taxing authorities normally reappraise properties from time to time to update values for tax assessment purposes and to
maintain equity in the taxing process. In some jurisdictions, law mandates reassessment cycles; in others, they are discreticnary, While some
taxing jurisdictions perform reappraisals in-house, many local governments outsource this function because of its cyclical nature and because of

the specialized knowledge and expertise requirements associated with it. Our appraisal services business unit has been in this business since
1938,

I some instances, we also sell property tax and/or appraisal software products in connection with appraisal outsourcing projects, while other
clients may only engageus to provide appraisal services. Appraisal outsourcing services are somewhat seasonal in nature to the extent that
winter weather conditions reduce the productivity of data collection activities in connection with those projeets.

STRATEGY

Owr objective is to glow our reverue and earmngs internally, supplemented by focused strategic acqulsltlons The key components of our
business strategy are to; .

e Provide high guahm, value-added products and services to our clients. We compete on the basis of, among other thmgs delivering to

clients our deep domain expertise in local government operations thr ough the highest value products and services in the market. We
believe we have achieved a 1eputat10n as 2 premium product and service provider to the local government market.

o . Continue to expand our product and service offerings. While we already have what we believe to be the broadest line of sofiware
products for local governments, we continnally upgrade our core software applications and expand our complementary product and
service offerings to respond to technological advancements and the changing needs of our clients. In 2010, we began providing e-filing
for courts and law offices, which simplifies the filing and management of court related documents. In late 2012, we signed a contract
with the Texas Office of Court Administration to manage e-filing of court documents. In early 2013, the state of Texas issued an order
mandating e-filing in civil cases beginning in January 2014. This contract, which took effect in September 2013, provides a recurring
revenus stream that totaled $17.0 million in 2014 and is expected to total approximately $19.0 million in 2015. We believe reveme from

e-filing solutions will grow over time as more local and state governments begin mandating electronic document filings. We also offer
solutions that aliow the public to access data and conduct transactions with local governments, such as paying traffic tickets, property
taxes and utility bills




via the Intemet, We believe that the addition of such features enhances the market appeal of our core products. Since 2001, we have also
offered software products as Saa$S solutions, which we believe, will, over time, have increasing appeal to local governments and will
comprise a Iatger percentage of cur new business mix. In addition, we have also broadened our offerings of consulting and business
process 1ecngmeer1ng services.

Expand our clierit base. We seek to establish long-term relationships with new clients primarily through our sales and marketing efforts,
While we twrently have clients in all 50 states, Canada, the Caribbean, the Unifed Kingdom, and other internationzl locations, not all of
our solutions have achieved nationwide geographic penetration. We intend to continue to expand into new geographic ma1kets by adding
sales staff and fargeting marketing efforts by solutions in those arsas. We also intend to continue to expand our customer base to include
more large governments. While our traditional market focus has primarily been on small and mid-sized governments, our increased size
and market presence, together with the technological advances and improved scalability of certain of our solutions, are allowing us to
achieve int:reasing success in selling to larger clients,

Expand our emstmg client relationships. Our existing customer base offers 51gn1ﬁcant opportunities for additional sales of solutions and
services that we currently offer, but that existing clients do not fully utilize. Add-on sales to existing clienis typically involve lower sales
and ma1ket1ng expenses than sales to new clients.

Grow 1'ecu1“ri11g revenues, We have a large recurring revenue base from maintenance and support and subseription-based services, which
generated revenues of $300.5 million, or 61% of total revenues, in 2014. We have historically experienced very low customer turnover
{approximately 2% annually) and 1ecurring revenues continue to grow as-the installed custorner base increases. In addition, subscription-
based revenues have been our fastest growing revenue category over the past five years, increasing from $23.3 mil hon in2010to $87.8
millicn in 2014,

Maximize economies of scale and take advantage of financial leverage in our business. We seek to build and maintain 2 large client base

to create ebonomies of scale, enabling us to provide value-added products and services to our clients while expanding our operating
margins. Because we sell primarily “off-the-shelf” software, increased sales of the same solutions result in incrementally higher gross
margins. If addition, we believe that we have a marketing and administrative infrastructure in place that can be leveraged to
accommodate significant long-term growth without proportionately increasing selling, general and administrative expenses.

Attract and retain highly qualified employees. We believe that the depth and quality of our operations management and staff is one of
our significant strengths, and that the ability to retain such emplovees is crucial to our continued growth and success. We believe that our
stable management team, financial strength and growth opportunities, as well as our leadership position in the local government market,
enhance our attractiveness as an employer for highly skilled employees.

Pursue selected strategic acquisitions. While we expect to primarily grow internally, from time to time we selectively pursue strategic
acquisitionis that provide us with one or more of the following; ‘

O new products and services to complement our existing offerings;
U entry into new markets related tc_i local governments; and
U new clients‘and/or geographic expansion.

Establish strategic alliances. In January 2007, we announced a strategic alliance with Microsoft Corporation to jointly develop core
public sector functionality for Microsoft Dynamics AX to address the unique accounting needs of public sector organizations worldwide.
As part of this alliance, we are enhancing Microsoft Dynamics AX with public sector-specific functionality, The arrangement has
broadened the functionality of Microsoft Dynamics AX, providing both Tyler and Microsoft with a public sector accounting platform to
support their existing and prospective clients well into the future. Microsoft Dynamics AX with public sector functionality was released
to the market in August 2011 and is being sold in the United States and internationally through Microsoft’s distribution channels. Tyler
is also an duthorized Microsoft resellér for the Microsoft Dynamics solutions developed under this arrangement, and we are selling the
solutions dlrectly into the government market. Tyler receives license and maintenance royalties on direct and indirect public-sector sales
worldwide of the solutions co-developed under this multi-year term relationship.

On February 4; 2015, we announced that our contractual research and development conumitment to develop public sector functionality
for Microsoft Dynanucs AX expires with the release of Dynanncs AX7. We do not anticipate continuing any research and development
commitment, although we will continue to provide sustained engineering and technical support for the public sector functionality within
Dynamics AX, We further expect that license and maintenance royalties for all applicable domestic and international salss of Dynamics
AX to public sector entities will continue under the terms of the contract,




SALES, MARKETING, AND CLIENTS

We market our products and services through direct sales and marketing personnel located throughout the United States. Other in-house sales
“staff focus on add-on sales, professional services and support.

Sales of new systetns are typically generated from referrals from other government offices or departments within a county or municipality,
referrals from other local governments, relationships established between sales representatives and county or local officials, contacts at trade
shows, direct mailings, and direct contact from prospects already familiar with us. We are active in numerous national, state, county, and local
government associations, and participate in annuzl meetings, trade shows, and educational events.

Clients consist primarily of county and municipal agencies, school districts and other local government offices, In counties, clients include the
auditor, treasurer, tax assessor/collector, county clerk, district clerk, county and disfrict court judges, probation officers, sheriff, and county
appraiser. At municipal government sites, clients include directors from various departments, including administration, finance, utilities, public
works, code enfordement, personnel, purchasing, taxation, municipal court, and police. Contracts for software products and services are
generally implemented over periods of three months to one year, with annually renewing maintenance and support update agreements thereafter.
Although either the client or we can terminate these agreements, historically almost all support and maintenance agreements are automatically
renewed annually. Contracts for appraisal outsourcing services are generally one to three years in duration. During 2014, approximately 43% of
our revenue was aftributable to ongoing support and maintenance agreements.

COMPETTITION

We compete with iumerous local, regional, and national firms that provide or offer some or many of the same solutions and services that we
provide. Many of these competitors are smaller companies that may be able to offer less expensive solutions than ours. Many of these firms
operate within a specific geographic area and/or in a narrow product or service niche. We also compete with national firms, some of which have
greater financial and technical resources than we do, including Oracle Corporation, Infor Lawson, SAP AG, SunGard Data Systems, Inc.,
Thomson Reuters Corporation, New World Systems and Constellation Software, Inc. In addition, we sometimes compete with consulting and
systems integration firms, which develop custom systems, primarily for larger governments. We also occasionally compete with central internal
information servict departments of local governments, which requires us to persuade the end-user department to discontinue service by its cwn
persotinel and ouwtsburce the service to us,

t B .
We compete on a Variety of factors, including price, service, name recognition, reputation, technological capabilities, and the ability to modify
existing products and services to accommodaté the individual requiretnents of the client. Our ability to offer an integrated system of applications
for several offices br departments is often a competitive advantage, Local governmental units often are required to seek competitive proposals
through a request for proposal process and some prospective clients use consultants to assist them with the proposal and vendor selection

Process.
I

{
SUPPLIERS

Substantially all of the computers, peripherals, printers, scanners, operating system software, office antomation software, and other equipment
necessary for the implementation and provision of our software systems and services are presently available from several third-party sources.
Hardware is purchased on original equipment manufacturer or distributor terms at discounts from retail. We have not experienced any significant.
supply problems, ¢ o

BACKLOG

At December 31, i014, our estimated revenue backlog was approximately $702.0 million, compared to $551.7 million at December 31,2013,
The backlog represents signed contracts under which the revenue has not been recognized as of year-end. Approximately $381.4 million, or
54%, of the backlog is expected to be recognized during 2015, o

INTELLECTUAL!PROPERTY, PROPRIETARY RIGHTS, AND LICENSES

‘We regard certain If‘eatu}res of our internal operations, software, and documentation as confidential and proprietary and rely on a combination of
contractual restrictions, trade secret laws and other measures to protect our proprietary intellectual property. We generally do not rely on patents.
We believe that, die to the rapid rate of technological change in the computer software industry, trade sectets and copyright protection are less
significant than factors such as knowledge, ability and experience of cur employees, frequent product enhancements, and timeliness and quality
of support services. We typically license our seftware products under non-exclusive license agreements, which are generally non-transferable
and have a perpetual tern,




EMPLOYEES

At December 31, 2014, we had 2,856 employees. Appraisal outsourcing projects are cyclical in nature and can be widely dispersed
geographically. We often hire temporary employees to assist in these projects whose term of employment generally ends with the project’s
completion. None of our employees are represented by a labor union or are subject to collective bargaining agreements. We consider our
relations with our émployees to be positive.

INTERNET WEBSITE AND AVAILABILITY OF PUBLIC FILINGS

We file annual, quarterly, current and other reports, proxy statements and other information with the Securities and Exchange Commlssmn or
SEC, pursuant to the Securities Exchange Act. You may read and copy any materials we file with the SEC at the SEC’s Public Reference Room
by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and other information statements, and
other information regarding issuers, including us, that file electronically with the SEC. The address of this site is http:/Awww.sec.gov,

We also maintain a website at www.tylertech.com. We make available free of charge through this site our Annual Report on Form 10-K,
Quarterly Reports on Form 10-Q, Forms 4 and 5, Current Reports on Form 8-K, and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d} of the Exchange Act as soon as reasonably practicable after we electronically file such material with, or furnish it to, the
SEC. In addition, ¢opies of our annual report will be made available, free of charge upon written request.

Our “Code of Business Conduct and Ethics” is also available on our website. We intend to satisfy the disclosure requirements regarding
amendments to, or waivers from, a provision of cur Code of Business Conduct and Ethics by posting such information on our website.

1

ITEM 1A  RISK FACTORS.

An investment in our common stock involves a high degree of risk. Investors evaluating our company should carefully consider the factors
described below and all other information contained in this Annual Report. Any of the following factors could materially harm our business,
operating results, a,ud financial condition. Additiona] factors and uncertainties not currently known to us or that we currently consider imumaterial
could also harm our business, operating results, and financial condition. This section should be read in conjunction with the Financial Statements
and related Notes and Management’s Discussjon and Analysis of Financial Condition and Results of Operations inctuded in this Annual Report.
We may make forward-looking statements from time to time, both written and oral. We undertake no obligation to revise or publicly release the
results of any revisions to these forward-looking statements, Our actual results may differ materially from those projected in any such forward-
locking statements due to a number of factors, mcludmg those set forth below and elsewhere in this Annual Report, :

Risks Associated with Selling Products and Services into the Public Sector Marketplace
A prolonged economic sfowdown could harm iour operations.

A prolonged econamic slowdown or recession could rednce demand for our software products and services. Local and state govemnmients may
face financial pressures that could in turn affect our growth rate and profitability in the future, There is no assurance that local and state spending
levels will be unafiected by declining or stagnant general economic conditions, and if budget shortfalls occur, they may negatively impact local
and state information technology (“IT”} spending and could adversely affect our business,

Selling products aiadhservices into the public Seéforposes unigue challenges.

We derive substantially all of our revenues from sales of software and services to state, county, and city governments, other municipal agencies,
and other public entities. We expect that sales to public sector clients will continue to account for substantially all of our revennes in the future,
‘We face many risks and challenges associated with contracting with governmental entities, including:

s resoutce lilnitations caused by budgetary constraints, which may provide for a termination of executed contracts due o a lack of future
funding;

o long and complex sales cycles

« contract payments at times being subjectto achieving implementation milestones, and we may have differences with clients as to
whether milestones have been achieved;

¢ political resistance to the concept of contracting with third-parties to provide I'T solutions;

o legislative changes affecting local government’s authority to contract with third-parties;
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¢ varying bid procedures and internal processes for bid acceptance; and

s various other political factors, including changes in governmental administrations and personnel,

Each of these riskss outside our control, If we fail to adequately adapt to these risks and uncertamtles our financial performance could be
adversely affected.

A decline in the devand for IT may result in a decrease in our revenues or lower our growth rate.

A decline in the demand for IT among our current and prospective clients mey result in decreased revenues or 2 lower growth rate because our
sales depend, in part, on our clients’ level of funding for new or additional IT systems and services. Moreover, demand for our solutions may be
reduced by a decline in overall demand for computer software and services. We cannot assure you that we will be able to increase or maintain
our revenues, o '

The open bidding process creates uncertainty in predicting future confract awards.

Many governmental agencies purchase products and services through an open bidding process. Generally, a governmental entity will publish an
established list of requirements requesting potential vendors to propose solutions for the established requirements. To respond successfully to
these requests for proposals, we must accurately estimate our cost structure for servicing a proposed contract, the time required to establish
operations for the proposed client, and the likely terms of any other third-party proposals submitted. We cannot guarantee that we will win any
bids in the future through the request for proposal process, or that any winning bids will ultimately result in contracts on favorable terms. Our
failure to secure canfracts through the open bidding process, or to secure such contracts on favorable terms, may adversely affect our revenue
and gross margms

We face .sigmﬁcan!f.cony)etition from other vendors and potential new entrants into our markets.

We believe we are-a feading providel of integrated solutions for the public sector. However, we face competition from a variety of scftware
vendors that offer products and services similar to those offered by us, as well as from companies offering to develop custom software. We
compete based on a number of factors, including:

e« the attractwenqss of our “evergreen” husiness strategy;

s the breadth, dc_ﬁth, and quality of our product and service offerings;

o the ability to ma&ify our offerings to accommodate particular clients’ needs;

o technologital frinovation, : .

e Tname recogniti_én;

e price; and

o our financial strength and stability.
We believe the 1natke§ :_is highly fragmented with a large number of competitors that vary in size, product platform, andrproduct scope. Our
competitors includeé consulting firms, publicly held companies that focus on selected segments of the public sector market, and a siguificant
number of smaller, privately held companies. Certain competitors have greater technical, marketing, and financial resources than we do. We

cannot assure you that such competitors will not develop products or offel servwcs that are superlor to our pwducts or services or that achieve
greater market acceptance. .

We also compete with internal, centralized I'T departments of govemmentalleutiiies, which requires us to persuade the end-user to stop the .
internal service and outsource to us. In addition, cur clients and prospective clients could elect to provide inforration management services
internally through new-or existing departments, which could reduce the market for our services.

We could face additiorial competition as other established and emerging companies enter the public sector software application: market and new
products and technologies are introduced. Increased competition could result in pricing pressure, fewer client orders, reduced gross margins, and
loss of market share, Current and potential competitors may make strategic acquisitions or establish cooperative relationships among themselves
or with third-parties, thereby increasing the ability of their products to address the needs of our prospective clients. It is possible that new
competitors or alliances may emerge and rapidly gain significant market share. We cannot assure you that we will be able to compete
successfully against current and future competitors, and the failure to do so would have a material adverse effect upon our business.
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Fixed-price contracts may agffect our profits.
Some of our contracts are on a fixed-priced basis, which can lead to varicus risks including:
+ the failure to accurately estimate the resources and time required for an engagemem
o the failure to effectively manage our clients’ expectations regarding the scope of services delivered for a fixed fee; and

o the failure to timely and satisfactorilylcomplate fixed-price engagements within budget,

If we do not adequately assess these and other risks, we may be subject to cost overruns and penalties, which may harm our financial
performance.

Changes in the insurance markers may affect our business.

Some of our clients, primarily those for our property appraisal services, require that we secure petformance bonds before they will select ns as
their vendor, In adchtlon we have in the past been required to provide letters of credit as security for the issuance of a performance bond, We
cannot guarantee that we will be able to secure such performance bonds in the future on terms that are favorable to us, if at all. Our inability to
obtain performance bonds on favorable terms or at all could impact our future ability to win some contract awards, particularly large property
appraisal services contracts, which could negatively impact revenues. In addition, the general insurance markets experience volatility, which may
lead to future increases in owr general and administrative expenses and negatively impact our operating results.

Risks Associated with Our Software Products
We run the risk of &rrors or defects with new products or enhancements fo existing products.

Owr software products are complex and may contain errors or defects, especially when first introduced or when new versions or enhancements
are released. Although we have not experienced material adverse effects from any such defects or errors to date, we cannot assure you that
material defects and errors will not be found in the future. Any such defects could result in a loss of revenues or delay market acceptance. Our
license agreements; typmally contain plovzsmns designed to limit our exposure to potential 11ab111ty However, it is possible we may not always
successfully negotlate such provisions in our client contracts or the limitation of Hability provisions may not be effective due to existing or future
federal, state, or logal laws, ordinances, or judicial decisions, Althcugh we maintain errors and omissions and general liability insurance, and we
try to structure contracts to limit liability, we cannot assure you that a successfirl claim could not be made or would not have & material adverse
effect on our futurd operating results. -

i

Cyber-attacks and security vulnerabilities can disrupt our business and harm our competitive position.

Threats to IT security can take a variety of forms, Individuals and groups of hackers, and sophisticated organizations including state-sponsored
organizations, may take steps that pose threats to our clients and our IT. They may develop and deploy malicious software to attack our products
and services and gain access to our networks and data centers, or act in a coordinated manner to launch distributed deniatl of service or other
coordinated attackd. Cyber threats are constantly evolving, thereby increasing the difficulty of detecting and successfully defending against them,
Cyhber threats can Have cascading impacts that unfold with increasing speed across our internal networks and systems and those of our partners
and clients. Breaches of our network or data security could disrupt the security of our internal systems and business applications, impair our
ability to provide services to our clients and protect the privacy of their data, result in product developmeunt delays, compromise confidential or
technical business information harming our cempetitive position, result in theft or misuse of our inteflectual property or other assets, require us
to allocate more resources to improved technologies, or otherwise adversely affect our business. Our business policies and internal security
controls may not keep pace with these evolving threats.

|

We cannot fully protect client tnformation from security breaches.

As we continue to grow the number and scale of cur cloud-based offerings, we store and process increasingly large amounts of personally
identifiable and other confidential information of our clients, The continued oceurrence of high-profile data breaches provides evidence of an
external environment increasingly hostile to information security. Despite our efforts to improve secutity controls, it is possible our security
contrals over personal data, our training of employees on data security, and other practices we follow may not prevent the improper disclosure of
client data that we store and manage. Improper disclosure could harm our reputation, lead to legal exposure to clients, or subject us to liability
under laws that protect personal data, resulting in increased costs or loss of revenue.
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Hosting services for some of our products are dependent upon the uninterrupted operation of data centers.

A material portion of our business is provided through software hosting services. These hosting services depend on the uninterrupted operation

_ of data centers and.the ubility to protect computer equipment and information stored in these data centers against damage that may be caused by
natural disaster, fire, power loss, telecommunications or Internet faiture, acts of terrorismi, unauthorized intrusion, computer viruses, and other
similar damaging events. H any of our data centers were to become inoperable for an extended period, we might be unable to fulfill our
contractual commitments. Although we take what we believe to be reasonable precautions against such occurrences, we can give no assurance
that damaging events such as these will not result in a prelonged interruption of our services, which could result in client dissatisfaction, loss of
revenne, and damage t6 our business,

We must timely re,s;pond to technological changes fo be compeltitive,

The market for our products is characterized by technological change, evolving industry standards in software technology, changes in client
requirements, and frequent new product introductions and enhancements. The introduction of products embodying new technologies and the
emergence of new industry standards can render existing products obsolete and numarketable. As a result, our future success will depend, in part,
upon our ability to enhance existing products and develop and intreduce new products that keep pace w1th technological developments, satisfy
increasingly sophlstlcafed client requirements, and achieve market acceptance. We cannot assure you that we will successfully identify new
product opportunities and develop and bring new products to market in a timely and cost-effective manner. The products, capabilities, or
technologies developed by others could also render our products or technologies obsolete or noncompetitive, Qur business may be adversely
affected if we are unable to develop or acquire new soltware products or develop enhancements to existing products on a timely and cost-
effective basis, or if such new products or enhancements do not achieve market acceptance,

We may be unable to protect our proprietary righis.

Many of our produict and service offerings incorporate proprietary information, trade secrets, know-how, and other intellectual property rights.
‘We rely on a combination of contracts, copyrights, and trade secref laws to establish and protect our proprietary rights in our technology, We
cannot be certain that we have taken all appropriate steps to deter misappropriation of our intellectual property. There has also been significant
litigation recently 1nv01v111g intellectual property rights. We are not currently involved in any material intellectual property litigation; however,
we may be a party | to sch litigation in the future to protect our proprietary information, trade secrets, know-how, and other intellectual preperty
rights. We cannot assure you that third-parties will not assert infringement or nnsappl opriation claims against us with respect to current or future
products. Any claims or litigation, with or without merit, could be time-consuming, costly, and a diversion to management, Any such claims and
litigation could also cause product shipment delays or reguire us to enter into royalty or licensing arrangements. Such royalty or licensing
arrangements, if réquiréd, may not be available on terms acceptable {o us, if at all. Therefore, litigation to defend and enforce our intellectual
property rights could have a materizl adverse effect on our business, regardless of the final outcome of such litigation.

Clients may elect to terminate our maintenance contracts and manage cperations internally.

It is possible that our clients may elect to not renew maintenance contracts for our software, trying instead to maintain and operate the software
themselves using their perpetnal license rights (excluding software applications that we provide on a software-as-a-service or hosted basis). This
could adversely affect our revenues and profits. Additionally, they may inadvertently allow our intellectual property or other information o fall
inte the hands of third-parties, including our competitors, which could adverssly affect our business.

Material portions of our business require the Jmemet r'nﬁ‘as tructure to be firther developed or adequately mainiained.

Part of our future success depends on the use of the Internet as a means to access public information and perform transactions electronically,
including, for example, ‘electronic filing of court documents. This in part requires the further development and maintenance of the Internet
infrastructure. Among other things, this further development and maintenance will require a reliable network backbone with the necessary speed,
data capacity, security, and timely development of complementary products for providing reliable Internet access and services. If this
infrastructure fails to be further developed or be adequately maintained, our business would be harmed because users may not be able to access
our government 1)01 tals
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Risks Associated with Our Periodic Results and Stock Price
Software revenue recognition rules may require us fo delay revenve recognition into future periods.

We have in the paét had to, and may in the future be required to, defer revenue recognition for software license fees due to several factors,
including whether!

» license agreements include applications that are under development or other undelivered elements;

e client contracts require the delivery of services considered essential to the functionality of the software, including significant
modifications, customization, or complex interfaces, that could delay product delivery or acceptance;

» the transaction involves acceptance criteria;

» the transaction involves contingent payment terms or fees;

e we are required to accept a fixed-fee services contract; or

+ we are reghired to provide extended payment terms.
Because of thege factors and other specific requirements for software revenue recognition under generally accepted accounting principles in the
United States, we must have very precise terms in our contracts to recognize revenue upon the delivery and installation of our software or
performance of services. Negotiation of mutually acceptable terms and conditions may extend the sales cycle. We are not always able to
negotiate terms and conditions that permit revenue recognition at the time of delivery or even upon project completion.

.

Fluctuations in quarterly revenue could adversely impact our aperating resulis and stock price.

Our revenues and opetating results are difficult to predict and may fluctuate substant1a11y from quarter to quarter for a variety of reasons,
inecluding the followmg

o prospective clients’ contracting decisions are often made in the last few weeks of a quarter;
o the size ofilicense transactions can vary significantly;

e clients may unexpectedly postpone or cancel procurement processes due to changes in strategic priorities, project obj ectives, budget, or
personngl; .

« client purchasing processes vary significantly and a client’s internal approval, expenditure authorization, and contract negotiation
processes can be difficult and time consuming to complete, even after selection of a vendor;

e the numbef, timing, and significance of software product enhancements and new software product announcements by us and our
competitors may affect purchase decisions;

e we may havedo defer revenues under out revenue recognitien policies; and

¢ clients may elect subscription-based arrangements, which result in lower software license revenues in the initial year as compared to
traditional; en-premise software license arrangements, but generate higher overall subscription-based revenues over the term of the
contract, .-

In each fiscal quarter; our expense levels, operating costs, and hiring plans are based to some extent on projections of future revenues and are
relatively fixed. If our actual revenues fall below expectations, we could experience a reduction in operating results. Also, if actual revemmes for
any given quarter fall below expectations, it may lead to a decline in our stock price.

Increases in service vevenue as a percentage of total veveres could decrease overall margins.

We realize lower margins an software and appraisal service revenues than on Heense revenue. The majority of our contracts include both
software licenses and software services, Therefore, an increase in the percentage of software service and appraisal service revenue compared to
license revenue could have a detrimental impact on cur overall gross marging and could adversely affect operating results.
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Our stock price may be volatile.
The market price of our common stock may be volatile, Examples of factors that may 51gn1ﬁcantly impact our stock price include:
s actual or anticipated fluctuations in our operating results;
» announcements of technological innovations, new products, or new contracts by us or our competitdrs 5
« developments with respect tc patents, copyrights, or other proprietary rights;
e conditions and trends in the software and other technology industries;
« adoption of new accounting standards affecting the software industry;
. Changes in financial estimates by securities analysts; and

. general market conditions and other factors.

In addition, the stock market has from time to time experlenced significant price and volume fluctuations that have particularly affected the
muarket prices of technology company stocks, and may in the future adversely affect the market prlce of our stock. Sometimes, securities class
action litigation is filed following periods of volatlhty in the market price of a particular company’s securities. We cannot assure you that similar
litigation will not cecur in the future with respect to us. Such litigation could result in substaniial costs and a diversion of management’s
attention and resources, which could have a material adverse effect upon cur financial performance. :

Financial Outlook.:

From time to time, 'in press releases and otherwise, we may publish forecasts or other forward-looking statements regarding our results,
including estimated revenues or earnings. Any forecast of our future petformance reflects various assumptions. These assumpticns are subject to
significant uncertainties, and as a matter of course, any number of them may prove to be incorrect. Further, the achievement of any forecast
depends on numerdus risks and other factors (including those described in this discussion), many of which are beyond our control. As a result,
we cannot be certain that our performance will be consistent with any management forecasts or that the variation from such forecasts will not be
material and adverse. Current and potential stockholders are cautioned not to base their entire analysis of our business and prospects upon
* isolated predictions, but instead are encouraged to utilize our entire publicly available mix of historical and forward-looking information, as well
as other available information regarding us, our preducts and services, and the software industry when evaluating our prospective results of
operations. : :

Risks Associated with Our Growth Strategy and Other General Corporate Risks
We may experience difficulties in execuling oir acquisition siralegy.

A material portion of our historical growth has resulted from strategic acquisitions. Although our focus is on internal growth, we will continue to
identify and pursue" strategic acquisitions with suitable candidates. These transactions involve significant challenges and risks, including that the
transaction does not advance our business str. ategy, that we get no satisfactory return on our investment, that we have dlfﬁculty integrating
business systems and technology, that we have difficulty retaining or integrating new employees, that the transactions distract management from
our other businesses, that we acquire unforeseen liabilities, and other unanticipated events. Our future success will depend, in part, on our ability
to successfully integrate future acquisitions into our operations It may take lenger than expected to realize the full benefits of these transactions,
such as increased revemue, enhanced efficiencies, or increased market share, or the benefits may be ultimately smaller than we expected.
Although we conduet due diligence reviews of potential acquisition candidates, we may not identify all material liabilities or risks related to .
acquisition candidates. There can be no assuratice that any s such strategic acquisitions will be accomplished on favorable terms or will result in
profitable 0pe1at1011s

Qur failure to prop'erly manage growth could adversely affect our business.

‘We have expanded.our operations significantly since 1998, when we entered the business of providing software solutions and services to the
public sector. We intend to continue expansion in the foreseeable future to pursue existing and potential market opportunities. This growth
places a significant demand on management and operational resources. In order to manage growth effectively, we must implement and improve
our operational systems, procedures, and centrols on a timely basis. If we fail to implement these systems, our business may be materiaily
adversely affected.

We may be unable to hire, integrate, and retain gualified personmel,

Qur continued sucdess will depend upon the avzilability and performance of our key management, sales, marketing, client support, and preduct
development personnel. The loss of key management or technical personnel could adversely affect us. We believe that
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our continued success will depend in large part upon our ability to attract, integrate, and retain such personnel. We have at tines experienced
and continue to experience difficulty in recruiting qualified personnel. Competition for qualified software development, sales, and other
personnel is intense; and we cannot assure you that we will be successful in attracting and retaining such personnel.

Compliance with changing regulation of corporate governance may result in additional expenses,

Changing laws, regulations, and standards relating to corporate governance and public disclosure can create uncertainty for public companies.
The costs required to comply with such evolving laws are difficult to predict. To maintain high standards of corporate governance and public
disclosure, we intend to invest all reasonably necessary resources to comply with evolving standards. This investment may result in an
unforeseen increase in general and administrative expenses and a diversion of management’s time and attention from revenue-generating
activities, which may harm our operating results.

We don't foresee paying dividends on our common stock.

We have not declared or paid a cash dividend since we entered the business of providing software solutions and services to the public sector in
1998, We intend to retain earnings for use in the operation and expansion of our business. We do not anticipate paying any cash dividends on
our common stock in the foreseeable future. .

Provisions in our cjertzﬁcafe of ncorporation, bylaws, and Delaware law could deter takeover attempts.

Owur board of directors may issue up to 1,000,000 shares of preferred stock and may determine the price, rights, preferences, privileges, and
restrictions, including voting and conversion rights, of these preferred shares, These determinations may be made without any further vote or
action by our stockholders. The rights of the holders of our common stock will be subject to, and may be adversely affected by, the rights of the
holders of any plefen‘ed stock that may be issued in the future. The issuance of preferred Stock may make it more difficult for a third-party to
acquire a majority of our outstanding voting stock. In addition, some provisions of our Certificate of Incorporation, Bylaws, and the Delaware
General Corporation Law could also delay, prevent, or make more difficult a merger, tender offer, or proxy contest involving us.

¢

ITEM 1B.  UNRESOLVED STAFF COMMENTS.
Not applicable. ;"

L
ITEM 2. PROPERTIES.

We occupy approximately 617,000 square feet of office space, of which 353,000 square feet is in office facilities we own. We own or lease
offices for our major operations in Arizona, Colorade, Georgia, lowa, Maine, Montana, New York, Ohio, Texas and Washington.

I'TEM 3, LEGAL PROCEEDINGS.

Other than routine litigation incidental to our business, there are no material legal proceedings pending to which we are party or to which any of
our properties are s!,ubject.

I'TEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
. Notapplicable.
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PART II

ITEM 5, MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES
OF EQUITY SECURITIES,

Our common stock is traded on the New York Stock Exchange under the symbol “TYL.” At December 31, 2014, we had approximately 1,611

stockholders of redord, A number of our stockholders hold their shares in street name; therefore, there are substantially more than 1,611
beneficial owners of our common stock.

The following tablg shows, for the calendar periods indicated, the high and low sales price per share of our common stock as reported on the
New York Stock Exchange.

. _ N High Low
2013: FirstQuarter .-~ 1 v o0 S N $ - 6160 % 4886
. Second Quarter _ o _ C 7049 57.00
‘Third Quarter - .~~~ - e — e 88.68 - . 6860
' Fourth Quarter _ : . '105.74 83.25
2014:  First Quarter o $ 10799 % 81.54
© . Second Quarter . B oL i0189 T 7437
~Third Quarter S o . 97.53 84.70
. Fourth Quarter . = ' ' Lo 1837 w8605
201 5: First Quarter (through Februaly 13 2015) $ 11650 § 103.18

We did not pay aiy cash dividends in 2014 or 2013, We intend fo retain earnings for use in the operation and expansion of our business, and,
therefore we do not anuclpate declaring a cash dividend in the foresesable future,

The following tablc_% summarizes certain information related to our stock option plan and our employee stock purchase plan. There are no
warrants or rights related to our equity compensation plans as of December 31, 2014,

i ”
Number of securitias

remaining available for

Number of securities to future jssuance under
be issued upon exercise Weighted average equity compensation
of outstanding options, exercise price of pians (excluding securities
] warrants and rights as of outstanding options, reflected in initial column
! _ : December 31, 2014 _ warrants and rights as of December 31, 2014)
PlaniCategory : R N
Equity. compensation plans
approved by security
shareholders: _ - _
Stock option plan N T 5,336,414 - §. S0 4481 - - 463,019
Employee stock purchase plan R 9,676 9302 . . . 940,525
Equity compensation plans not : -~ R '
approved by secunty S _ P C
shaleholders : oo By A e
5,546,000 & ' 44.69 1,408,544
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As of December 31, 2014, we had authorization to repurchase up to 1.4 million additional shares of Tyler conmmon stock . During 2014, we

purchased approximately 294,000 shares of our common steck for an aggregate purchase price of $22.8 million. A summary cf the repurchase
activity during 2014 is as follows: '

Maximum number of
shares that may be

Total number of Average price  repurchased under
Period . shares repurchased paid per share  current authorization
Three months ended March 31 . i — % S e 1,700,000
Thrée months ended June 30 294,000 - - 77.54 1,406,000
Three months ended September 30 S Ce— —_ 1,406,000
Three months ended December 31 — — 1,406,000
- - 294,000

The repurchase program, which was approved by our board of directers, was announced in October 2002, and was amended at various times

from 2003 through, 201 1. There is ne expiration date specified for the authorization and we intend to repurchase stock under the plan from time
to time,
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Performance Graph

The following Perjfbr‘ﬁ?ance Graph and related information shall not be deemed "soliciting material” or to be “filed” with the Securities and
Exchange Commission, nor shall such information be incorporated by reference into any firure filing under the Securities Act of 1933 or
Securities Exchange det of 1934, each as amended, except to the extent that we specifically incorporaie it by reference into such filing.

The following table compares total Shareholder returns for Tyler over the last five years to the Standard and Poor’s 500 Stock Index and the
Standard and Poor’s 600 Information Techuology Index assuming a $100 investment made on December 31, 2009. Each of the three measures
of cumulative total return assumes reinvestment of dividends. The stock performance shown on the graph below is not necessarily indicative of
future price performance,

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURM

$ﬂ T T T ] .
; Bec-b9 Dac- 1 Dee-11 Der-12 Bac.13 Prec-14
: —s—T¥ler Technologies, Inc. ——-— B&P 500 Indax -4 B&F 600 infmnation Technoleoy Index
Company / Index - _ 12/31/09 12/31/10 12/31/11 12/31/12 12/31/13 12/31/14
Tyler Technologies, Tnc.’ S o EI00 s 10427 15123 4320 "512.96 549,67
S&P 500 Stock Indeéx 100 115.06 11749 13630 180.44 205.14
S&P 500 Infmmation IechologyﬁIndeX AT 100 12480 0 119597 . . 13396 T194.13 21993
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ITEM 6. SELECTED FINANCIAL DATA,
{(In thousands, except per share data)

FOR THE YEARS ENDED DECDEMBER 31 \

2014 2013 2012 2011 2010
STATEMENT OF OPERATIONS DATA: o : ) ' o o
Revenues ' C 0§ 433,100 % 416643 % 363,304 5 309,391 § 288,628
Cost and expenses: .- _ EIRE - Ce SRR e o

Cost of revenues ) o 239,730 223,440 195,602 167479 160,311

" Selling, general and administrafive expénises = . .. 108260 - 98,289 86,706 - 75,650 - - 69,480
~ Research and development expense 25,743 23 269 20,140 16,414 13,971
. Amortization of customer and trade name o L o : - B T
intangibles « . 7 Lo ' S 4546 4517 4,279 .7 3331 37225
Operating income : . o 7 94,822 67,128 56,577 46,517 41,641
Other expenses, net A _ 355 1309 2,709 2404- 01,742
Income from operatlons before income taxes o 94,467 65,819 53,868 44,113 39,899
Income tax provision s STl 3889 T 26718 (20,874 0 16,5560 0 14,845
Net income : 58,940 39,101 32,994 27,557 25,054
Netincomeper diluted share .~~~ . . oo o8 166 % 113§ 100 - - 083..8 -~ 071"
Weighted average diluted shares _ 35,401 34,590 - 32,916 o 33,154 35528
STATEMENTOFCASHFLOWSDATA o TR _ : LT L T T
Cash flows pr0v1déd by operating act1v1t1es _ 85 123437 8 66090 § 58,668 5 56435 5 35350
Cash flows used by investing activities . - ' L {11,555) (25,658) ~  (34,736) (28,809)°" 1 (8,694)
Cash flows provided {used) by financing actlvmes 15,409 32,038 {18,852) (28,414) (34,238)
BALANCE SHEETDATA: . LT e : ST
Total assets : § 573,982 § 444488 § 338,666 § 295391 § 264,032
Revolving line of credit. R ST L — - 180000 60,700 26,500
Shareholders' equity: - ‘ 336,973 246,319 145,299 78,110 106,972

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
FORWARD-LOOKING STATEMENTS

This document contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securitics Exchange Act of 1934 that are not historical in nature and typicaily address future or anticipated events, trends, expectations or beliefs
with respect to ourifinancial condition, resulis of operations or business. Forward-looking statements often contain words such as “believes,”
“expects,” “anticipates,” “foresees,” “forecasts,” “estimates,” “plans,” “intends,” “continues,” “may,” “will,” “should,” “projects,” “might,”
“could” or other similar words or phrases. Sirmlarly, statements that describe our business strategy, outlook, objectives, plans, intentions or goals
also are forward-looking statements. We believe there is a reasonable basis for our forward-looking statements, but they are inherently subject to
risks and uncertainties and actual results could differ materially from the expectations and beliefs reflected in the forward-looking statements.
We presently consider the following to be among the important factors that could cause actual results to differ materially from our expectations
and beliefs: (1) changes in the budgets or regulatery environments of our clients, primarily local and state governments, that could negatively
impact information technology speading; (2) our ability to protect client information {rom securify breaches and provide uninterrupted
operations of data centers; (3) material portions of our business require the Internet infrastructure to be adequately maintained; (4) our ability to
achieve our financial forecasts due to various factors, including project delays by our clients, reductions in transaction size, fewer transactions,
delays in delivery of new products or releases or a decline in our renewal rates for service agreements; (5) general economic, political and
market conditions; (6) technological and market risks zssociated with the development of new products or services or of new versions of existing
or acquired products or services; (7) our ability to successfully achieve growth or operational synergies through the integration of acquired
businesses, while avoiding unanticipated costs and disrupticns to existing operations; (8) competition in the industry in which we conduct
business and the impact of competition on pricing, client retention and pressure for new products or services; (9) the ability to atiract and retain
qualified personnel and dealing with the loss or retirement of key members of management or other key personnel; and (10) costs of compliance
and any failure to comply with government and stock exchange regulations. A detailed discussion of these factors and other risks that affect our
business are described in Item 1A, “Risk Factors.” We expressly disclaim any obligation to publicly update or revise our forward-looking
statements,
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OVERVIEW
General

We provide integrated information managemeént solutions and services for the public sector, with a focus on local governments. We develop and
market a broad liné of software products and services to address the information technology (“IT”) needs of cities, counties, schools and other
local government entities. In addition, we provide professional IT services to our clients, including software and hardware installation, data
converston, training and for certain clients, product modifications, along with continuing maintenance and support for clients using our systems.
‘We also prov:de subseription-based services such as software as a service (“SaaS™), which utilizes the Tyler private cloud, and electronic
document filing solutions ( e-filing™), which simplity the filing and management of court, related documents. Revenues for e-filing are derived
from transaction fées and in some cases fixed fee arrangements, We alsc provide property appraisal outsourcing services for taxing jurisdictions,
Our products generally automate five major functional areas: (1) financiel management and education, (2) courts and justice, (3) property
appraisal and tax, (4) planning, regulatory and maintenance, and (5) land and vital records management. We report our results in two segiments.
The Enterpnse Software Solutions (“ESS™) segment provides municipal and county govermments and schools with software systems and
services to meet then information technology and automaticon needs for mission-critical “back-office” functions such as financial management;
courts and justice processes planning regulatory and maintenance; and land and vital records management. The Appraisal and Tax Software
Solutions and Services (“ATSS”) segment provides systems and software that automate the appraisal and assessment of real and personal
property as well as property appraisal outsourcing services for local governments and taxing authorities. Pr operty appraisal cutsourcing services
include: the physical inspection of commercial and residential properties; data collection and processing; computer analysis for property
valuation; preparation of {ax rolls; community education; and arbitration between taxpayers and the assessing jurisdiction.

Total organic revetes increased 18% in 2014 compared to 2013, On August 29, 2014, we acquired all of the capital stock of SoftCode, Inc. -
(““SoftCode™), whi¢h develops and selis civil solution software typically to county sheriff departments, The purchase price, net of cash acquired
of §71,000, was $3.5 million in cash, of which $325,000 was accrued at December 31, 2014, and 16,540 shares of Tyler common stock valued at
$1.5 million.

We monitor and arialyze several key performance indicators in order to manage our business and evaluate our financial and operating
performance. These indicators include the following:

s Revenues— We derive our revenues from five pumary sources: sale of software llcenses and royalties; subscnptmn based arrangements,
software sérvices; maintenance énd appraisal services. Subseriptions and maintenance are considered recurring revenue sources and
comprised approximately 61% of our revenue in 2014. The number of new Saa$S clients and the number of existing clients who convert
from our tfaditional sofiware arrangetnents to our SaaS model are a significant driver to our business, together with new software license
sales and maintenance rate increases, In addition, we also menitor our custoner base and churn as we historically have experienced very
low customm turmover. During 2014, our customser turnover was approximately 2%.

¢ . Costof ReVenues and Gross Margins - Our primary cost component is personnel EXpenses in connection with plowdmg software
implementation, subscription-based services, maintenance and suppert, and appraisal services to our clients. We can improve gross
maigins by confrolling headeount and related costs znd by expanding our revenue base, especially from those products and services that
produce ingrémental revenue with minimal incremental cost, such as software licenses and royalties, subscription-based services, and
maintenance and support, Our appraisal projects are cyclical in nature, and we often employ appraisal personnel on a short-term basis to
coincide with the fife of a project. As of December 31, 2014, our total employee count increased to 2,856 from 2,573 at December 31,
2013. .

s Selling, Géneral and Administrative (“SG&A”) Expenses -- The primary components of SG&A. expenses are administrative and sales
personnel salaries and comunissions, share-based compensation expense, marketing expense, rent and professional fees. Sales
~ commissions typically fluctuate with revenues and share-based compensation expense generally increases when the market price of our
stock increases. Other administrative expenses tend to grow at a slower rate than revenues,

e Liquidity and Cash Flows -- The primary driver of our cash flows is net income. Uses of cash include acquisitions, capital investments in
property and equipment and discretionary purchases of treasury stock. Our working capital needs are fairly stable throughout the year
with the significant components of cash outflows being payment of personnel expenses offset by cash inflows representing collection of
accounts receivable and cash receipts from clients in advance of revenue being earned.

» Balance Sheet — Cash, accounts receivable and days sales outstanding and deferred revemue balances are important indicators of cur
business.
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New Accountmg Pmnouncement

On May 28, 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue
from Contracts with Customers,” This ASU is the result of a convergence project between the FASB and the International Accounting Standards
Board. The core principle behind ASU 2014-09 is that an entity should recognize revenue to depict the transfer of promised goods and services
to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for delivering those goods and
services. This model involves a five-step process that includes identifying the contract with the customer, identifying the performance
obhgaﬁons in the contract, defermining the fransaction price, allocating the transaction prices to the performance obligations in the contract and
recognizing revenite when {or as) the entity satisfies the performance obligaticns. The guidance in the ASU supersedes existing revenue
recognition guidance and is effective for annual reporting periods beginning after December 15, 2016 with early application not permitted, The
ASU allows two methods of adoption; a full retrospective approach where three years of financial information are presented in accordance with
the new standard, and a modified 1etrospect1ve approach where the ASU is applied to the most current period presented in the financial
statements. We are currently assessing the financial impact of adopting the new standard and the methods of adoption; however, given the scope
of the new standard, we are currently unable to provide a reasonable estimate regarding the financial impact or which method of adoption of the
new standard we will elect.

Dutlook

We believe activity' in the local government market is good and has returned to normal, pre-recession levels, Although we axpsct to see some
pressure on margin.expansion in 2015 as we absorb onboarding costs associated with staffing additions in recent quarters, make some strategic
incremental product investments, and continue to grow our SaaS and e-filing client bases, our expectation is that 2015 will be another year of
very solid revenue and eamings growth.

CRITICAL ACCO,‘UNTING POLICIES AND ESTIMATES

Owr discussion and analysis of financial condition and results of operations is based upon our financial statements, which have been prepared in
accordance with accounting principles generally accepted in the United States (“GAAP”). The preparation of these financial statements requires
us to make estnnates and judgments that affect the reported amounts of assets and liabilities at the date of the financial statements, the reported
amonnts of revenués, cost of revenues and expenses duting the reporting period, and related disclosure of contmgencles The Notes to the
Financial Statements included as part of this Annual Report deseribe our significant accounting policies nsed in the preparation of the financial
statements. S]gmﬁcant items subject to such estimates and assmnpticns include the application of the percentage-of-completion and proportional
performance methods of revenue recognition, the carrying amount and estimated useful lives of mtangﬂ)le assets, determination of share-based
compensation expense and valuation allowance for receivables. We base our estimates on historical experience and on varicus other assumptions
that we believe to be reasonable under the circumstances, the results of which form the basts for making judgments about the carrving values of
assets and liabilities that are not readily appar ent from other sources. Actual results may differ from these estimates under different assumptions
or conditions. ;

We believe the fOHOWlng critical accounting pol1czes require significant judgments and estimates used in the preparation of our financial
statements,

Revenue Recognition . We recognize revenues in accordance with the provisions of Accounting Standards Codification (“ASC™) 605, Revenue
Recognition and ASC 985-605, Software Revenue Recognition. Our revenues are derived from sales of software licenses and royalties,
subscription-based services, appralsal services, maintenance and support, and services that typically range from installation, training and basic
consulting to software modification and customization to meet specific customer needs. For multiple element software arrangements, which do
not entail the pelfopnance of services that are considered essential to the functionality of the software, we generally record revenue when the
delivered produets ‘or performed services result in‘a legally enforceable and non-refundable claim. We maintain allowances for doubtful accounts
and sales adjustments, which are provided at the time the revenue is recognized. Because most of our customers are governmental entities, we
rarely incur a loss resulting from the inability of a customer to make required payments. In a limited number of cases, we encounter a customer
who is dissatisfied with some aspect of the software product or our service, and we may offer a “concession” to such customer. In those limited
sttuations where we grant a concession, we rarely reduce the contract arrangement fee, but alternatively may perform additional services, such as
additional training or creating additional custom reports. These amounts have historically been nominal. In cannection with our custome1
contracts and the adequacy of related allowances and measures of progress towards contract completion, our project managers are charged with
the responsibility to continually review the status of each customer on a specific contract basis. Also, we review, on at least a quarterly basis,
significant past due accounts receivable and the adequacy of related reserves. Events or changes in circnmstances that indicate that the carrying
amount for the allowances for doubtfizl accounts and sales adjustments may require revision, include, but are not limited to, deterioration of a
customer’s financial condition, failure to manage our customer’s
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expectations regarding the scope of the services to be delivered, and defects or errors in new versions or enhancements of our software products.

We use contract acconnting, primarity the percentage-cf-completion method, as discussed in ASC 603-33, Construction — Type and Certain
Production -- Type:Contracts, for those software arrangements that involve significant production, modification or customization of the software,
or where our software services are otherwise considered essential to the funct]onahty of the software. We measure progress-to-completion
primarily wsing labor hours incurred, or value added. In addition, we recognize revenue using the proportional performance method of revenue
recognition for our, property appraisal projects, some of which can range up to five years. These methods rely on estimates of total expected
contract revenue, billings and collections and expected contract costs, as well as measures of progress toward completion. We believe reasonably
dependable estimate$ of revenue and costs and progress applicable to various stages of a contract can be made. At times, we perform additional
and/or non-contractual services for little to ne incrementai fee to satisfy customer expectations. If changes oceur in delivery, productivity or
other factors used in developing our estimates of expected costs or revenues, we revise our cost and revenue estimates, and any revisions are
charged to income in the period in which the facts that give rige to that revision first become known. In connection with these and certain other
contracts, we may perform the wotk prior to when the services are billable and/or payable pursuant o the contract. The termination clauses in
most of our contracts prov1de for the payment for the value of products delivered and services performed in the event of an early termination,
For SaaS arrangements, we evaluate whether the custemer has the contractual right to take possession of our software at any time during the
hosting peried without significant penalty and whether the customer can feasibly maintain the software on the customer’s hardware or enter into
another arrangement with a third-party to host the software. If we determine that the customer has the contractual right to take possession of our

- software at any time during the hosting period without significant penalty and can feasibly maintain the software on the customer’s hardware or
enter into another arrangement with a third-party to host the software, we recognize the license, professional services and hosting services
revenues pursuant to ASC 985-605, Software Revenue Recognition. For Saa$S arrangements that do not meet the criteria for recognition under
ASC 985-605, we pccount for the elements under ASC 605-25, Multiple Element Arrangements using all applicable facts and circumstances,
including whether (i} the element has stand-alone value, (i1) there is a general right of return and (iii) the revenue is contingent en delivery of
other elements. We allocate the contract value to each element of the arrangement that qualifies for treatment as a separate element based on
vendor-specific objective evidence of fair value (“VSOE™), and if VSOE is not available, third-party evidence, and if third-party evidence is
unavailable, estimated selling price. For professional services associated with Saa$ ar: angements that we deten'nine do not have stand-alone
value to the customer or are contingent on delivery of other elements, we 1ecogn1ze the services revenue ratably over the remaining contractual
period once hostmg has gone live and we may begin billing for the hosting services. We record amounts that have been invoiced in accounts
receivable and in deferred revenue or revenues, depending on whether the revenue recognition criteria have been met.

.
In connection with certain of our contracts, we have recorded retentions receivable or unbilled receivables consisting of costs and estimated
profit in excess of billings as of the balance sheet date. Many of the contracts which give rise to unbilled receivables at a given balance sheet date
are subject to billidgs in the subsequent accounting period. We review unbilled receivables and related contract provisions to ensure we ate
justified in recognizing revenue prior to billing the customer and that we have objective evidence which allows us to recognize such revenue. In
addition, we have 4 sizable amount of deferred revenue, which represents billings in excess of revenue earned. The majority of this liability
consists of maintenance billings for which payments are made in advance and the revenue is ratably earned over the maintenance period,
generally one year We also have deferred revenue for those contracts in whichk we receive a deposit and the conditions in which to record
revenue for the servige or product has not been met, On a periodic basis, we review by customer the detail components of our deferred revenue
to ensure our accounting remains appropriate.

Intangible Assets and Goodwilf . Our business acquisitions typically result in the creation of goodwill and other intangible asset balances, and these
balances atfect the amount and tmnng of future period amertization expense, as well as expense we could possibly incur as a result of an impairment
charge. The cost of acquired companies is allocated to identifizble tangible and intangible assets based on estimated fair value, with the excess
allocated to goodwill. Accordingly, we have a significant balance of acquisition date intangible assets, including software, customer related
intangibles, trade pame and goodwill. These intangible assets (other than goodwill) are amortized over their estimated useful lives. We currently
have no intangible assets with indefinite lives other than goodwill, :

‘When testing goodwill for impairment quantitatively, we first comipare the fair value of each reporting unit with its carrying ameunt. If the
carrying amount of a reporting unit exceeds its fair value, 2 second step is performed to measure the amount of potential impairment, In the
second step, we cotipare the implied fair value of reporting unit goodwill with the carrying amount of the reporting unit’s goodwill, If the
carrying amount of reporting unit goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized. The fair values
calculated in our ithpairment tests are determined using discounted cash flow models involving several assumptions. The assumptions that are
used are based upon what we believe a hypothetical marketplace participant would use in estimating fair value. We base our fair value estimates
on assumptions we believe to be reasonable but that are unpredictable and .
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inherently uncertain. We evaluate the reasonableness of the fair value calculations of our reporting units by comparing the total of the fair value
of all of our reporting uuits to our total market capitalization.

Onur annual goodw1ll 1111pa1rment analysis, which we performed quantitatively durmg the second quarter of 2014, did not result in an impairment
charge. During 2014, we did not identify any triggering events that would require an update to our annual impairment review.

All intangible assets (other than gocdwill) are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of other intangible assets is measured by comparison of the carrying amount to
estimated undiscounted future cash flows. The assessment of recoverability or of the estimated useful life for amortization purpeses will be
affected if the timing or the amount of estimated future operating cash flows is not achieved. Such indicators may include, among others: a
significant decline in expected future cash flows; a sustained, significant decline in stock prlce and market capitalization; a significant adverse
change in legal factors or in the business climate; unanticipated competition; and reductions in growth rates. In addition, products, capabilities,
or technologies developed by. others may render our software products obsolete or non-competitive. Any adverse change in these factors could
have a significant 1mpact on the receverability of goodwill or other intangible assets.

Share-Based Compensation. We have a stock option plan that provides for the grant of stock options to key employees, directors and non-employee
consultants, We estimate the fair value of share-based awards on the date of grant using the Black-Scholes opt:on valuation model. Share-based
compensation expense includes the estimated effects of forfeitures, which will be adjusted over the requisite service period to the extent actual
forfeitures differ, or are expected fo differ from such estimates, Changes in estimated forfeitures are recognized in the period of change and will also
1mpact the amount of expense to be recognized in futire periods. Forfeiture rate assumptions are derived from historical data. We estimate stock
price volatility at the date of grant based on the historical volatility of our common stock. Estirmated option life is determined using the weighted-
average period the stock options are expected to be outstanding based ptimarily on the options’ vesting terms, remaining contractual life and the
employees’ expected exercise based on historical patterns, Determining the appropriate fair-value model and calculating the fair value of share-
based awards at thé grant date requires considerable judgment, including estimating stock price volatility, expected option life and forfeiture rates.
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ANALYSIS OF RESULTS OF OPERATIONS AND OTHER

The following discussion comypares the historical results of operations on a basis consistent with GAAP for the years ended December 31, 2014,
2013 and 2012,

‘ Percentage of Total Revenues

Years ended December 37,

. 2014 ) 2013 2012
Reventes: R B S HE ' - '
Software 11censes and royaltles _ 10.0 % %8 % _ 9.3 %
Subscriptions e S 17.8 148 ST 123
Software services _ 23.1 224 23.0
Maintenance S ) o431 Lo L4600 473 .
Appraisal services _ _ : 4.4 7 50 6.2
Hardware and other . ... S 16 . 200 L1090
: Total revenues 100.0 . 100 0 100.0 -
Operating Expenses: L e s _ C - S :
Cost of software licenses, royaltles and '
-acquired software - 0.8 _ 1.1 1.1
Cost of software services, mamtenauce o ' O e T
"and subscriptions’ . LA e 479 - 479 4T
Cost of appraisal services _ 29 33 4.1
© Costof hardware andother . . . L B EE U S -
Selling, general and administrative expenses 22.0 23.6 o239
Research and development expense- - - o o520 56 5.5
Amortization of customer and trade name
intangibles N L 0.9 1.1 1.2
Operating income -~ - . S 182 . 161 . 15.6
Other expense, net - 0.1 0.3 0.8
‘Thcome before income taxes - ' N LB _ © 158 S 148
Income tax provision " - . 7.2 6.4 _ 5.7
Net intome S T T 119 % 9.4 % 5919
2014 Compared t0°2013 ©

Revenues

i

Software licenses and royalties.

The following table sets forth a comparison of our software licenses and reyalties revenue for the years ended December 31;

T oL

.- Change
- (8 in thousands) - ) 2014 2013 $ %
ESS o S RN 46,047 $ 38,774 § 2 19 %
ATSS o 3,018 2,067 951 46
Total software licenses and royalﬁes're{?enue_ 3 49065. % 40,841  § 8224 . 20%

Software license and royalties revenue growth was mainly due to a more active marketplace as the result of improvement in local government
economic conditions, as well as our increasingly strong competitive position, which we attribute in part to our increased investments in product -
development over the past few years. An increase in the number of larger contracts, in particular in the courts and justice market, also
confributed to the growth in license revenue. :

The mix of new contracts between subscription-based and perpetuzl license arrangements can vary from quarter to guarter, which can negatively
impact our software license growth rate if a growing number of clients choose our subscription-based options, rather than purchasing the
software under a traditional perpetual software license arrangements, Subscription-based arrangements result in lower revenues in the initial
year as compared to perpetual software license arrangements, but generate higher overall subscription-based

25




revenue over the term of the contract. Our new client mix in 2014 was approximately 74% selecting perpetual software license arrangements
and approximately 26% selecting subscription-based arrangements compared to a client mix in 2013 of approximately 68% selecting perpetual
software license arrangcmants and approximately 32% selecting subscription-based arr angements 138 new clients enfered into subscription-
based software arrangements in 2014 compared to 100 new clients in 2013,

Subscriptions.

The following tabl@ suts forth a comparison of our subscriptions revenue for the years ended December 31:

i Change
(§ in thousands) 2014 2013 5 ) %
ESS . ' B $ 84,322 § 50,070 § . 25252 43 Y
ATSS . , 3,526 2,794 732 26
Total subscriptions revenue ©~ - -7 .0 - % 87848 § . 61,864 3 25,984 42 %

Subscription-based services revenue primarily consists of revenue derived from our SaaS arrangements, which utilize the Tyler private cloud. As
part of our subscription-based services, we also provide electronic document filing solutions (“e-filing™) that simplify the filing and management
of court related documents for courts and law offices. E-filing reverue is derived from transaction fees and fixed fee arrangements,

Subscription-based services revenue increased 42% compared to 2013. E-filing services contributed approximately $13.3 million of the
subscriptions revenue increase in 2014, Most of the e-filing revenue increase related to higher revenue from a contract with the Texas Office of
Court Administration for our Qdyssey File and Serve e-filing system for Texas courts (“eFileTexas.gov”) for civil court filings. The state of
Texas has mandated all counties use eFileTexas.gov and this contract, which took effect in-September 2013, provided a recurring revenue stream
that totaled $17.0 million in 2014 and is expected to total approximately $19.0 million in 2015, New Saa$ clients as well as existing clients who
converted to our SaaS model provided the remainder of the subscriptions revenue increase. In 2014, we added 138 new SaaS clients and 59
existing clients elecied to convert fo our SaaS model.

Software services

. ! . .
The following table sets forth a comparison of our software services revenue for the years ended December 31:

i - Change
(8 in thousands) 2014 2013 3 N %
ESS - ! : ) o S 104,146 - § . B5,459 3% - 18,687 L 22 %
ATSS - 9,675 7,808 1,867 24
Total software services reveimie: - - - 0§ 113,821 § - 93,267 S 20,554 - U Mm%

Software services revenue primarily consists of professional services billed in connection with installing our software, converting client data,
training client personnel, consulting and custom software development. New clients who purchase our proprietary software licenses generally
also contract with us to provide for the related software services. Existing clients also periodically purchase additional training, consulting and
miner programming services. Software services grew 22% in 2014 mainly due to much higher revenue from new proprietary sofiware
arrangements, slightly higher rates on certain services and additions to our professional services staff which increased our capacity to defiver
backlog.

Maintenance,

The following table sets forth a comparison of our maintenance revenue for the years ended December 31:

- Change
($ in thousands) 2014 2013 § %
BSS " o et §.. 195831 0% 0 175,180 $ 20,701 . 12 %
ATSS . - 16,815 16,540 275 2
Total maintenance reverue . ... . - SRR 212,696 § - 191,720 5 - 20,9760 SU11 %
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We provide maintenance and support services for our software products and certain third-party software. Maintenance and support revene
increased mainly due to growth in cur installed customer base from new software license sales as well as annual maintenance rate increases.

Appraisal services |

The following table sets forth a comparison of our appraisal services revenue for the years ended December 31:

- , Change

(§ in thousands) 2014 2013 3 % o

BSS oo s g Ty

ATSS 21,802 20,825 977 5
 Total appraisal services reveénme .. - $ .. 21802 $ 20825 $. . 977 .. 5

The appraisal services business is somewhat cyclical and driven in part by statutory revaluation cycles in various states. Appraisal services
revenue benefitted by the mid-year addition of several new revaluation contracts in New York and the current appraisal cycle in Indiana, which
began in July, Wei:expgct appraisal revenue for 2015 will increase moderately compared to 2014. .

Cost of Revenues cmd Gross Margins

The following table sets forth a comparison of the key components of eur cost of revenues for the years ended December 31:

oo Change

($ in thousands) - 2014 2013 5 Yo
Software licenses and royalties - . o 819000 § 0 2,377 % NN (20)%
Acquired software _ _ 1,858 2,078 220y (1)
Software setvices, mainteriance and subscrlptlons ST T 936363 199,617 36,746 . - 1R
Appraisal services _ _ o 14,284 13,809 475 _ 3
Hardware and offier . o PR W v S 35,559 " (234) RS

Total cost of revenues : § 259730 § 223440 § 36,290 16 %

The following table sets forth a compariscn of gross margin percentage by revenue type for the years ended December 31:

Gross margin percentage 2014 2013 Change

Software licenses, royalties and acquired software . 1023 % - 891 % S R
Software services, maintenance and subscrlptlons - 43.0 424 0.6
Appraisal'services R VU345 L 3% 0.8
Hardware'and other S N 323 316 0.7
Overall gross matgin' . - - = = U 473 464 % 0 L 09-%

Saoftware licenses, royalties and acquired software . Costs of software licenses, royalties and acquired software are primarily comprised of third-
party software costs and amortization expense for acquired software. We do not have any direct costs associated with royalties, In 2014, our
software licenses, royalties and acquired software gross margin percentage increased compared to 2013 mainly due to higher revenues from
proprietary software revenues, which have a higher gross margin than third-party software,

Saftware services, maintenance and subscription-based services . Cost of software services, maintenance and subscription-based services
primarily consists ¢f personmel costs related to instaliing our software, converting client data, training client personnel and support activities and
various other services such as SaaS arrangements and e-filing. Maintenance and various other services such as SaaS costs typically grow at a
slower rate than related revenue due to leverage i the utilization of cur support and maintenance staff and economies of scale. The software
services, maintenance and subscriptions gross margin percentage increased meainly due to revenue from a contract with the Texas Office of Court
Administration for gFileTexas.gov to manage e-filing of court documents. This contract began in September 2013, but we incurred initial
startup costs in 2013 for which there were very limited related revenues. The addition of revenue from this contract since the prior year
accounted for most of the gross margin increase. The gross margin increase was offset somewhat by costs related fo accelerated hiring to ensure
that we are well-positioned to deliver our current backlog and anticipated new business. Our implementation, development and support staff has
increased by 215 employees since 2013.  We expect our rate of hiring new implementation, development and support staff in 2015 will be
slower than 2014
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Appraisal services., Appralsal services revenue is approx1mate1y 4% of total revenue. The appraisal services gross margm increased shghtly
compared to 2013, A high proportion of the ¢osts of appraisal services revenue are variable, as we often hire temporary employees to assist in
appraisal projects, whose term. of employment generally ends with the projects’ completion.

Our blended gross'margin for 2014 increased 0.9% from 2013, The gross margin increase was mainly dne to a revenue mix that included more
software license revenue and subscription revenue and in particular, increased revenue from e-filing in Texas. This improvement in gross
margin was offset somewhat by expenses associated with increased hiring of implementation, development and support staff in order to expand
our capacity to implement our contract backlog.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A”) expenses consist primarily of salaries, employee benefits, travel, share-based compensation
expense, commissions and related overhead costs for administrative and szles and marketing employees, as well as, professional fees, trade show
activities, advertlsmg costs and other marketing related costs. The following table sets forth a comparison of our SG&A expenses for the
followmg years ended December 31:
,. Change
(% in thousands}) ) 2014 2013 5 %

Selling, general and administrative expenses - . % 108260 §. - 98289 % ¢ 5,071 - 10 %

SG&A. as a percentage of revenue was 22.0% in 2014 compared to 23.6% in 2013. Approximately one-third of the SG&A expense increase is
from higher commiission expense due to sales growth. Stock oompensation expense contributed approximately one-quarter of the increase
primarily due to increases in our stock price. The remaining Increase consisted of higher bonuses related to operating results, annual wage
adjustments and increased travel related expenses.

L

Research and Development Expense

Research and development expense consists prlmarlly of salaries, employee benefits and related overhead costs associated with product
development. The following table sets forth a comparison of our research and development expense for the years ended December 31:

Change
($ in 1housands) ) 2014 ) 2013 5 %%

Reqearehaﬁd developmentexpense s S 825743 0% 23,269 S F2474 0 7 11 %

Research and deve,lopment expense consist mainly of costs associated with development of new products and technologies from which we do
not currently generate revenue, as well as costs related to the ongoing development efforts for Microsoft Dynamics AX. In 2007, we entered into
a Software Development and License Agreement, which provided for a strategic alliance with Microsoft Corporation (“Microsoft”) to jointly
develop core public sector functionality for Micrasoft Dynamics AX to address the accounting needs of public sector organizations worldwide.
This agreement and subsequent amendments granted Microsoft inteliectual property rights in the software code provided and developed by Tyler
into Microsoft Dynamlcs AX products to be marketed and sold cutside of the public sector in exchange for reimbursement payments to partially
_ offet the research and development costs and royalties on direct and indirect public-sector sales worldwide of the solutions co-developed under
this arrangement, In addition, Tyler agreed to commit certain resources to the development of the next version of Dynamics AX. Tyler also
receives software and maintenance royalties on direct and indirect public-sector sales worldwide of the solutions co- developed under this
arrangement.

In 2014, research and development expense increased 11% compared to 2013 due to annual wage adjustments and efforts to maintain our
competitive position. We expect that research and development expanse will increase in 2015 at a lower rate than our expected revenue growth,
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Amortization of Customer and Trade Name Intangibles

Acquisition intangibles are comprised of the excess of the purchase price over the fair value of net tangible assets acquired that is allocated to
acquired software and customer and trade name intangibles. The remaining excess purchase price is allocated to goodwill that is not subjectto
amortization. Amortization expense related to acquired software is included with cost of revenues, while amortization expense of customer and
trade name intangibles is recorded as operating expense, The estimated useful lives of both customer and trade name intangibles are five te 25
years. The following table sets forth a comparison of amortization of customer and trade name intangibles for the yvears ended December 31:

: ) Change
(% in thousands) 2014 2013 $ %

Amortization of customer and trade name intangibles - .~ $: 4546 § . 4517 . 29 - ST %

In 2014, we completed one acquisition that increased emortizable customer and trade name intangibles by approximately $1.0 millicn. This
amount is being amortized over a weighted average period of 12 years.

Estimated annual amortization expense relating to customer and trade name acquisition intangfbles, excluding acquired software for which the
amartization expense is recorded as cost of revenues, for the next five years is as follows (in thousands):

BOIS LT e et g g
2016 _ . . _ 4,606
20177 e L Sl 4606
) 2018 _ o 4,457
2009 - ' ' L 3102

Other
The following tablé sg,t'.'s' forth a comparison of other expense, net for the years ended Deceriber 31:

. Change
($in thousands) - 2004 2013 b %

Other experise, net .~ S T $ 355 % 13098 954y (73) %

Other expense is primarily comprised of interest expense, non-usage and other fees associated with a revolving line of credit agreement that
matured in August. 2014, offset by interest income associated with invested cash balances. Interest expense declined compared to the prior year
because we repaid all borrowings under the revolving credit agreement in early 2013, and had no debt outstanding during 2014.

Income Tax Provision
The following table sets forth a comparison of our income tax provision for the years ended December 31;

' Change
{§ in thousands) _ 2014 ’ 2013 3 %

Income tax provision: ., - - S % 35527 0% 26,718 % 8,809 334

Effective income tax rate coL T ' T 376 % T 406 %

The effective income tax rates were different from the statutory United States fedeal income tax rate of 35% due to state income taxes, non-
deductible share-based compensation expense, the qualified manufacturing activities deduction, disqualifying incentive stock option: dispositions
and non~deductible meals and entertainment costs. The quahﬁcd manufacturing activities deduction increased in 2014 contributing to a lower
effective tax rate. ~

We experienced signiﬂcant stock option exercise activity in 2014 and 2013 that generated excess tax benefiis of $19.4 million and $28.2 million,
respectively. Excess tax benefits reduce tax payments but do not significantly reduce the effective tax rate and can result in limitations on other
deductions. In 2013, limitations resuiting from excess tax benefits eliminated the qualified manufacturing activities deduction, which negatively
impacted our effective tax rate.
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2013 Compared to 2012
Revenes '

Software licenses and royalties.

The following table sets forth a comparisen of cur software licenses and royalties revenue for the years ended December 31:

O . Change
(8 in thousands) 2013 2012 $ %
ATSS ' | 2,067 1,868 199 1
Total software licenses and royalties reverme  ~ §. .~ 40841 § 33928 ' §- 6,913 TO20 %

In 2012, we acquired two companies which provide firancial and human capital management sofiware solutions to the X-12 aducation market
and one company that provides enterprise permitting, land management, licensing and regulatory sofiware solutions to government :
agencies. Excluding the impact of acquisitions, total software licenses and royalties revenue increased 12% compared to 2012. Approximately
half of the growth was due to an increase of §2.3 million in royalties on sales of Microsoft Dynamics AX by other Microsoft partrers compared
to the prior year, Royalty revenue is dependent upon szles volume from Microsoft partners, as well as the timing of maintenance renewals, and
can vary substantially from period fo period. Software license revenues also grew 5% mainly due to increased investments in product
development over the past few years. However, software license growth was reduced somewhat because of a growing number of clients
choosing our subscription-based options, rather than purchasing the software under a traditional perpetual software license arrangement. We had
100 new software clients that entered into subscription-based arrangements in 2013 compared to 76 new clients in 2012,

Subscriptions. v

The following table sets forth a eomparison of our subseriptions revenue for the years ended December 31:

t Change
{$ in thousands). . 2013 2012 $ %
ESS -, .~ P B SO0 5,070 % 43,319 § 15,751 - J360%
ATSS _ o , . 2,794 1,299 1,495 115
_ Total subéér’iptions revenue o S $ 61,864 % 44,618 - % 17,246 ° -39 %

Excluding the 1111pact of acquisitions, subscriphon based services revenue increased 37% compaled to 2012, New SaaS clients as well as existing
clients who converted to our SaaS model provided the majority of the subscnptmn based revenue increase. In 2013, we added 100 new clients
and 63 existing clients elected to convert to our Saa8 model. E-filing services also contributed approximately $5.0 million of the subscription
revenue increase. E-filing revenue included $3.8 millicn related to a new contract with the Texas Office of Court Administration for our Odyssey
File and Serve e-filing system for Texas courts, which was implemented in September 2013,

Software services .|

The following table sets forth a comparisen of our software services revenue for the years ended December 31

N Change
{§ in thousands)} = 2013 2012 $ Yo
ESS .0 L oL 8 T 85459 8 76,103 8 - 9,336 12 %
ATSS _ _ . 7,308 7,305 503 7
- Total software services revenue - -~ - R 93267 % - 83408 $ . 9859 12 %

Excluding the impact of acquisitions, software services increased 7% compared to 2012, The increase is attributable to growth in software
license activity, as well as contract arrangements that included more programming and other services. :
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Maintenance .

The following table sets forth a comparison of our maintenance revenue for the years ended December 31:

. . ) Change
($ in thousands) 2013 2012 $ % ‘
ESS L . : A e T8 175,180 § . 155,290 .- § CA19890 TOET13 %
ATSS S 16,540 16,561 21) —
Totalmamtenanc:erevenue Ce o g T 19172008 171,851 0% . 19,869 0 12 %

Excluding the impact of acquisitions, maintendnce revenue grew 9% from 2012. This increase was mainly due to growth in our installed
customer base from new software license sales, as well ag maintenance rate increases.
I

Appraisal services

The following table sets forth a comparison of our appraisal services revenus for the years ended December 31:

- {hange

(3 in thousands) 2013 2012 o $ _ % - .

ESS ¢ s L=y T s e =%

ATSS } 20,825 22,543 (1 718) : (8)
Total appraisal services revere © =~ .. $- 20,825 § 22,5438 (1FI8) o L (B %

Appraisal services revenue declined 8% compared to 2012. The decline is mainly due to the completion in mid-2012, of a large contract in
Pennsylvanta,

i “

Cost of Revenués-and Gross Margins

The following tablé sets forth a comparison of the key components of our cost of revenues for the years ended December 31:

P

i . Change

(8 in thousands) 2013 2012 5 % _
Software licenses and royalties~ . .. % 2377 % 1,983 % CoBe4l 209
Acquired sqftware o o 2,078 1,888 199 1o
Software services, maintenance and subscrlptlons . © 199,617 171,584 0L T 28,033 N T
Appraisal services _ 7 13,809 14,889 (1,080) ]
Hardware aud other 5550 U858 301 L

Total co:st of revenues _ 5 223440 % 195602 § 27,838 : 14 %

The following tablé sets forth a comparison of gross margin percentage by revenue type for the years ended December 31:

Gl‘ossj. margin percentage 2013 2012 Change

Software licenses, royaltiss and acquired software - 8.1% . 886 % o 0.5 %
Software services,  maintenance and subscnptmns - 424 L4288 _ {0.4)
Appraisal services 2 Sl o 33y 3400 L {03
Hardware and other B 3l.6 24.4 7.2
Overall gross margin = -~ = .~ *. N - 464 % 462 Yoo 0 02°%

Software licenses, royalties and acquired software . In 2013, our software license gross margin percentage increased compared to 2012 due to -
higher revenues from toyalties. The margin also benefited from a product mix that included slightly more proprietary software revenues, which
have a higher grosé margin than third-party software.

Software services, maintenance and subscription-based services . In 2013, the software services, maintenance and subscriptions gross margin
decreased compared to the prior year partly because we accelerated hiring in 2013 to ensure 1hat we were well-positioned to deliver our backlog
and anticipated new business. Tn addition, software services, maintenance and subscription-based services cost included initial startup costs
related to the eFileTexas.gov contract. This contract began in September 2013, but we incurred initial
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startup costs in 2013 for which there were very limited related revenue, Excluding the limited revenie and costs incurred in connection with
implementing eFileTexas.gov in 2013, our software services, maintenance and subscription services gross margin would have been
approximately 42.8%. Our implementation and support staff increased by 202 employees since 2012. Most of these additions oceurred mid-to
late 2013, : .

Appraisal services .. The appraisal services gross margin declined slightly compared to 2012. A high proportion of the costs of appraisal services
revenue are variable, as we often hire temporary employees to assist in appraisal projects, whose term of employment generally ends with the
projects’ completion,

Our blended gross margin for 2013 increased ¢.2% from 2012 mainly due to higher royalty revenue and also benefited from 2 product mix that
included slightly higher proprietary scftware revenues than third-party software. Costs incurred related to our implementation of e-FileTexas.gov
with minimal related revenues as well as increased hiring of implementation and support staff in order to expand our capacity to implement our

counfract backlog oiffset some of the positive impact of higher royalty and proprietary software revenue,

Selling, General and Administrative Expenses

The following tablé sets forth a comparison of our SG&A expenses for the following years ended December 31

i Change

(3 in thousands) 2013 2012 ) 3 %

Selling, general and administrative expenses .. . $. . 98,280 § . . 86,706 $ . 11,583 : 13 %
SG&A. as apercentage of revenues was 23,6% in 2013 compared to 23.9% in 2012. Excluding costs from acquisitions, almost half of the SG&A
expense increase Is due to increased stock compensation expense resulting from increases in our stock price and higher payroll taxes associated
with increased stoclc option exercise activity. Commissicn expense has also increased compared to the prior year periods due to higher sales.

Research and Deveiopmem Fxpense

The following tabic sets forth a comparison of our research and development expense for the years ended December 31:
: . : . Change
(% in thousands) . 2013 2012 $ % .
Research and development expense ' $ 23,269 § - 20,140 §- 3,129 . L 16 %

Our research and dEvelopment expense mcredsed $3.1 million in 2013 compared to 2012. Tn 2013, we did not have any research and
development expﬂnse offsets earned under the terms of our agreement with Microsoft compared to $1.0 million in research and development
expense offsets in 2012

Amortization of Customer and Trade Name Intangibles

The following table sets forth a comparison of amortization of customer and trade name intangibles for the years ended December 31:

. Change
(% in thousands) _ 2013 2012 § %
Amortization of customer and trade name ‘intangibles § 4,517 8 4,279 § - 238 6 %
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Other

The following table sets forth a comparison of other experse, net for the years ended December 31:

= ] : Change
(3 in thousands) 2013 2012 8 %

Other expense, pet: ~ < . T ... 1,3090 § 0 0 2,709 0§ . (1400 - - {52) %

Other expense is pﬁmaril'y comprised of interest expense, non-usage and other fees associated with a revolving line of credit agreentent. Interest
expense was lower in 2013 than 2012 because we maintained higher debt levels in 2012 associated primarily with several acquisitions completed
from October 2011 through November 2012,

Income_Tax Provision

The following table sets forth a comparison of our income tax provision for the years ended December 31:

. Change
(8 in thousands} 2013 ) 2012 $ %

Income tax provision . .o o0 o L T8 26,718 $ 20,874 $' 5844 - - 28 % -

Effective income tax fate .~ . A Y% 388% -

The effective incofie tax rates were different from the statutory United States federal income tax rate of 35% due to state income taxes, non-
deductible share-based compensation expense, the qualified manufacturing activities deduction, disqualifying incentive stock option dispositions
and non~deductiblé meals and entertainment costs. We'experienced significant stock option exercise activity in 2013 that generated $28.2 millien
excess tax benefits. Excess tax benefits reduce tax payments but do not significantly reduce the effective tax rate and can result in limitations on
other deductions. Iri 2013, limitations resulting from excess tax benefits eliminated the quahﬁed manufacturing activities deduction, wlich
negatively impacted our effective tax rate.

FINANCIAL CONDITIGN AND LIQUIDITY

As of December 31, 2014, we had cash and cash equivalents of $206.2 million compared to $78.9 million at December 31, 2013. Cash and cash
equivalents consist of cash on deposit with several domestic banks. As of December 31, 2014, we had no outstanding borrowings and an
outstanding letter of credit totaling $2.0 million. We do not believe this letter of credit will be required to be drawn upon, We believe that cash

from operating actmtles cash on hand and access to the credit markets provides us with sufficient flexibility to meet our long-term financial
needs.

The following table sets 'forth a summary of cash flows for the vears ended December 31:

(3 in thousands) ‘ 2014 2013 2012

Cashi flows provided {used) by: e R S ;
Operating activities b 123,437 & 66,000 § 58,668
Investing activities L R (11,555) - - (25,658) {34,736)
F1na;ncmg activities - 15,409 32,038 {18,852)
Net i mcrease in cash and cash eqmvalents e 8 127291 '$ - 72470 % . - 5,080

Net cash provided by opegating activities continues to be our primary source of funds to finance operating needs and capital expenditures, Other
potential capital regources include cash on hand, public and private issuances of debt or equity securities, and bank borrowings. Tt is possible that
our ability to access the capital and credit markets in the future may be limited by economic conditions or other factors. We cumrently believe that
cash provided by operating activities, cash cn hand and access to the credit markets are sufficient to fund our working capital requirements,
capital expenditures, income tax obligations, and share repurchases for at least the next twelve months.

In 2014, operating activities provided net cash of $123.4 million, primarily generated from net income of $58.9 million, non-cash depreciation
and amortization charges of $14.6 million and non-cash share-based compensation expense of $14.8 million. Cash from operations also
benefited from timing of payments on vender invoices and income tax liabilities. In addition, deferred revenue balances were higlher than 2013
mainly due to an increase in annual software maintenance billings as 2 result of growth in cur installed
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customer base and growth in subscription-based arrangements. These increases in liabilities were offset somewhat by higher accounts receivable
balances from annual software maintenance billings and prepaid commissions on large contracts,

In general, changes in the balance of deferred revenue are cyclical and primarily driven by the timing of our maintenance renewal billings. Our
renewal dates occur throughout the year but our heaviest renewal cycles cceur in the second and fourth quarters.

At December 31, 2014, our days sales outstanding (“DS0s™) were 80 days compared to DSOs of 87 days at December 31, 2013, DSOs are
calculated based on accounts receivable (excluding long-term receivables, but including unbilled receivables) divided by the quotient of

annualized quarterly revenues divided by 360 days .

Investing activities used cash of $11.6 million in 2014 compared to $25.7 million in 2013. In 2014, we completed the acquisition of SoftCode,
Inc. for a purchase price of $3.5 million in cash, of which $325,000 was accrued at December 31, 2014, and 16,540 shares of Tyler commen
stock valued at $1.5 million. The remaining use of cash in 2014 was comprised primarily of capital expenditures related to computer equipment,
furniture and fixtures in support of internal growth, particularly with respect to growth in our cloud-based offerings. Investing activities in 2013
and 2012 included $20.3 million and $2.3 million, respectively, paid in connection with the construction of an office building in Plano, Texas.
These expenditured were funded from cash generated from operations and cash on hand.

In 2012, we also pﬁfchased four companies for a combined cash purchase price of $25.7 million and paid $2.6 miilion, which was comprised of
$1.7 million in cash and land and a building valued at $900,000 for an office building in Moraine, Ohio. These expenditures were funded from
cash generated from operations, cash on hand and borrowings under a revolving credit line.

Financing activities in 2014 provided cash of $15.4 million compared to $32.0 million in 2013. Financing activities in 2014 ware comprised of
collections of $18.8 million from stock option exercises and contributions from the employee stock purchase plan and $19.4 million excess tax
benefit from exercises of share-based arrangements. These increases were offset somewhat by purchases of 294,000 shares of cur common
stock for an aggregate purchase price of $22.8 million. Financing activities in 2013 were comprised of collections of $21.8 million from stock
option exercises and employee stock purchase plan activity and $28.2 million excess tax benefit from exercises of share-based arrangements,
offset partially by $18.0 million in net payments on cur revolving line of credit. Cash used in financing activities in 2012 was mainly comprised
of §42.7 million in payments on our revolving line of credit offset by collections of $15.1 miflion from stock option exercises and contributions

" from the employee stock purchase plan and $8.8 million excess tax benefit from exercises of share-based arrangements.

The share repurchase program, which was approved by our board of directors, was announced in October 2002, and was amended at various
times from 2003 through 2011. As of December 31, 2014, we had remaining authorization to repurchase up to 1.4 million additional shares of
our comumon stockl Our share repurchase program allows us to repurchase shares at our discretion and market conditions influence the timing of
the buybacks and the number of shares repurchased, as well as the volume of employee stock option exercises. Share repurchases are generally
funded using our existing cash balances and may occur through open market purchases and transactions structured through investment banking
institutions, privately negotiated transactions and/or cther mechanisms. There is no expiration date specified for the authorization and we intend
to repurchase stock’ undcr the plan from time to time.

In 2014, we issued 855,000 shares of common stock and received $14.7 million in aggregate proceeds upon exercise of stock options. In 2013,
we issued 1.4 million shares of common stock and received $18.3 million in aggregate proceeds upon exercise of stock options. In 2012, we
issued 1,2 million shares of common stock and received $12.4 million in aggregate proceeds upon exercise of stock options. Tn 2014, 2013 and -
2012, we received $4.1 million, $3.5 million, and $2.6 million, respectively, from contributions to the Tyler Technologtes, Inc. Employee Stock
Purchase Plan.

We did not replace,our tevolving credit line of $150.0 million that matured on August 11, 2014,

As of December 31, 2014, we had an outstanding $2.0 million letter of ¢redit, issued by a bank in favor of one of our clients, The letter of credit
guarantees our performance under a software contract and expires in 2015. We do not believe this letter of credit will be required to be drawn
upon.

We paid income taxes, net of refunds received, of $10.2 million in 2014, $9.3 million in 2013, and $13.1 million in 2012. We experienced
significant stoclk option exercise activity in 2014 that generated $19.4 million excess tax bcneﬁts Excess tax benefits reduce tax payments but do
nat significantly reduce the effective tax rate and can result in limitations on other deductions. In 2013 and 2012, excess tax benefits were $28.2
miltion and $8.8 million, respectively.
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On February 4, 2015, we announced that our contractual research and development commitment to develop public sector functionality for
Microsoft Dynamics AX expires with the release of Dynamics AX 7. We do not anticipate continuing research and development commitment,
although we will continue to provide sustained engineering and technical support for the public sector fonctionality within Dynamics AX. We do
not expect the expiration of this development commitment to materially impact operating results in 2015, We anticipate that license and
maintenance royalties for all applicable domestic and international sates of Dynamics AX to public sector entities will continue under the termis
of the contract.

On January 30, 2015, we made a $15.0 million investment in convertible preferred stock representing a 20% interest in Record Holdings Pty
Limited, a privately held Australian company specializing in digitizing the speken word in court and legal settings.

Excluding acquisitions, we anticipate that 2015 capital spending will be between $13.5 million and $14.5 million. We expect the majority of this
capital spending will consist of computer equipment and software for infrastructure replacements and expansion. We currently do not expect to
capitalize significant aimounts related to software development in 2015, but the actual amount and timing of those costs, and whether they are
capitalized or expensed may resolt in additional capitalized software development Capital spending is expected to be funded from existing cash
balances and cash flows from operations.

From time to time we engage in discussions with potential acquisition candidates. In order to pursue such opportunities, which could require
significant commitments of capital, we may be required to incur debt or to issue additional potentialty dilutive securities in the future. No
assurance can be given as to our future acquisition opporiunities and how such opportunities will be financed.

We lease office facilities, as well as transportation, computer and other equipment used in our operations under non-cancelable operating lease
agreements expnmg at various dates through 2021. Most leases contain renewal options and some contain purchase options.

Summarized in the- table below are our obligations to make future paymernts under our long-term lease obligations at December 31, 2014 {in
thousands)

X ] B - 2015 2(].]6 2017 720]8 V 2b19 Thcreafr-cr ) o Tota-l“
Lease obligations . . ST % 5437 §005,136 08 4,459 % 2,270 $ 1,680 § 2,005 % 20,987

As of December 31, 2014, we do not have any off-balance sheet arrangements, guarantees to third-parties or material purchase commitments,
except for the operating lease commitments listed above,

CAPITALIZATION

At December 31, 2014, our capitalization consisted of no cutstanding borrowings and $3 37.0 million of shareholders’ equity.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Market risk represents the risk of loss that may affect us due to adverse changes in financial market prices and interest rates. We have no
oufstanding debt at December 31, 2014 and we therefore are not subject to any interest risk,

I'TEM 8. FINAN(.ZIIAL STATEMENTS AND SUPPLEMENTARY DATA.

The reports of our ihdependent registered public accounting firm and our financial statements, related notes, and supplementary data are included
as part of this Annual Report beginning on page F-1.

I'FEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE,

None.

ITEM QA. CONTR_QLS AND FROCEDURES.

Evatuation of Disclosure Controls and Procedures — We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) of the
Securities Exchange Act) designed to provide reasonable assurance that the information required to be disclosed by us in the reports we file or
submit under the Exchange Aet is recorded, precessed, summarized and reported within the time periods specified in
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the SEC’s rules and forms. These include controls and procedures designed to ensure that this information is accumulated and communicated to
our management, including our chief executive officer and chief financial officer, as appropriate to allow timely decisions regarding required
disclosures, Managemént, with the participation of the chief executive officer and chief financial officer, evaluated the effectiveness of our
disclosure controls and procedures as of December 31, 2014. Based on this evaluation, the chief executive officer and chief financial officer
have concluded that our disclosure contrels and procedures were effective as of December 31, 2014,

Management's Report on Internal Control Over Financial Reporting — Tyler's management is responsible for establishing and maintaining
effective internal control over financial reporting as defined in Securities Exchange Act Rule 13a-15(f), Tyler’s internal control over financial
reporting is designed te provide reasonable assurance to Tyler’s management and board of directors regarding the preparation and fair
presentation of published financial statements.

Because of its inherent limitations, internal contrel over finaneiel reporting may not prevent or detect misstatements, Therefore, even those
systems determined to-be effective can provide only reascnable assurance with respect to financial statement preparation and presentation.

i !
Manageiment assessed the effectiveness of Tyler’s internal control over financial reporting as of December 31, 2014, In making this assessment,
management used the criteria set forth by the Committee of Spensoring Organizations of the Treadway Commission (COSO} in Infernal Conirol
— Integrated Framework (2013 framework) . Based on our assessment, we concluded that, as of December 31, 2014, Tyler’s internal control
over financial reporting was effective based on thoss criteria.

Tyler’s internal confrol over financial reporting as of December 31, 2014 has been andited by Ernst & Young LLP, the independent registered
public accounting finn who also audited Tyler’s financial statements, Ernst & Young 5 attestatlon 1ep011 on Tyler’s internal control over
financial reporting; appears on page F-1 hereof.

Changes in Interndl Control Over Financial Reporting — During the quarter ended December 31, 2014, there were no changes in our internal

control over financial reporling, as defined in Securities Exchange Act Rule 13a-15(f), that materially affected, or are reasonably likely to
maferially affect, our internal control over financial reporting,

ITEM9B.  OTHER INFORMATION,

None.
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PARTIIL

See the information under the following captions in Tyler’s definitive Proxy Statement, which is incorporated herein by reference. Only those
sections of the Proxy Statement that specifically address the items set forth herein are Incorporated by reference. Such incorporation by
reference does not inglude the Compensatlon D1scuss1on and Analysis, the Compensation Committee Report or the Andit Committee. Report
which are 1nc1uded in the Proxy Statement.

Headings in Proxy Statement

ITEM 10. DIR]‘%CTORS, EXECUTIVE OFFICERS, AND “Tyler Management” and “Cdrporate Governance Princi]ﬁlss and

CORPORATE GOVERNANCE. Board Matters™

ITEM 11. EXEEUTIVE COMPENSATION. “Executive Compensation”

ITEM 12, SECﬁMTY OWNERSHIP OF CERTAIN BENEFICIAL “Security Ownership of Certain Beneficial Owners and
OWNERS AND MANAGEMENT AND RELATED Management™
STOCKHOLDER MATTERS.

. “Bxecutive Compensauon “ and
ITEM 13.  CERTAIN RELATIONSHIPS AND RELATED “Certain Relatlonshlps and Related Transactions”
TRA':NSACTIONS, AND DIRECTOR INDEPENDENCE,

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES,

The information required under this item may-be found under the section captioned “Proposals For Con51derat1 on-—- Proposal Three —
Ratification of Ow Independent Auditors for Fiscal Year 2015 in our Proxy Statement and is incorporated herein by reference.
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PARTIV

ITEM15.  EXHIBITS, FINANCIAL STATEMENT SCHEDULES,

The following documents are filed as part of this Antual Report:

(@ O

The financial statements zre filed as part of this Annual Report.

Reports of Independent Registered Public Accounting Firm . F-1
Consolida?’ited étatements of Compreﬁensive Income for the vears ended December 31, 2014, 2013 and 2012 F-3
Consolidaged Balance Sheets as of December 31, 2014 and 2013 F-4
Consolidated Statements of Shareholders® Equity for the vears ended December 31, 2014, 2013 and 2012 F-5
Consolidsited Statements of Cash Flows for the vears ended December 31, 2014, 2013 and 2012 F-6
- Notes to Consolidated Financial Statements _ F-7

)

&)

IE xhibit
Number

Financial statement schedules:

There are.no financial statement schedules filed as part of this Annual Report, since the required infonmation is included in the
financial statements, inclnding the notes thereto, or the circumstances requiring inclusion of such schedules are not present,

Fxchibits ,

Certain of the exhibits to this Annual Report are hereby incorporated by reference, as speciﬁed:

Description

3.1

32

33

3.4

4.1

10.1

10.2

10.3

10.4

10.5

Restated Cel tlﬁcate of Incorporatmn of Tyler Three, as amended through May 14, 1990, and Certificate of Designaticn of Series A
Junior Pautlclpatmg Preferred Stock (filed as Exhibit 3.1 to our Form 10-Q for the quarter ended June 30, 1990, and incorporated by
reference herein),

Certificate of Amendment to the Restated Certificate of Incorporation (filed as Fxhibit 3.1 to our Form 8-K, dated February 19, 1998,
and incorporated by reference herein).

Amended'and Restated By-Laws of Tyler Corporation, dated November 4, 1997 (filed as Exhibit 3.3 to our Form 10-K for the year
ended December 31, 1997, and incorporated by reference herein).

Certificate of Amendment dated May 19, 1999 to the Restated Certificate of Incmporétion (ﬁléd as Exhibit 3.4 to our Form 10-K for the
year ended December 31, 2000, and incorporated by reference herein).

Specimen of Common Stock Certificate (filed as Exhibit 4.1 to our registration statement no. 33-33505 and incorperated by reference
herein).

Form of Indemnification Agreement for directors and officers (filed as Exhibit 10.1 to our Form 10-K for the year ended December 31,
2002 and incorporated by reference herein). -

Tyler Technologies, Ine, 2010 Stock Option Plan effective as of May 13, 2010 (filed as Exhibit 4.1 to our registration statement no. 333~
168499 and incorporated by reference herein),

Employmént and Non-Competition Agreement between Tyler Technologies, Inc. and John S. Marr Jr. dated February 5, 2013 (filed as
Exhibit 10.3 to our Form 10-K. for the year ended Decernber 31, 2012 and incarporated by reference herein).

Employment and Non-Competition Agreement between Tyler Technologies, Inc. and Dustin R. Womble dated February 5, 2013 (filed
as Exhibit 10.4 to our Form 10-K for the year ended Deceniber 31, 2012 and incorporated by reference herein),

Employment and Non-Competition Agreement between Tyler Technologies, Inc. and Brian K. Miller dated February 5, 2013 {filed as
Exhibit 19.5 to our Form 10-K. for the year ended December 31, 2012 and incorporated by reference hetein).
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E xhibit )
Nuniber - Description

10.6  Employment and Non-Competition Agreement between Tyler Technologies, Inc. and H. Lynn Moore dated February 5, 2013
(filed as Exhibit 10.6 to our Form 10-K for the year ended December 31, 2012 and incorporated by reference herein).

10.7 Employee Stock Purchase Plan (filed as Exhibit 10.1 to our registration statement 333-182318 dated June 25, 2012 and incorporated by
reference herein), ' ‘

*23 Consent of Independent Registered Public Accounting Firm

*31.1 Rule13 a-:ll 4‘(5) Certification by Principal Executive Officer.

*31.2  Rule 13a-14(a) Certification by Principal Financial Officer.

*32 Section 1350. Certification of Principal Executive Officer and Principal Financial Officer,
*101  Instance ISoéunlent

*101  Schema I%ogument

*101 CaIcuIatiqn Linkbase Document

*101  Labels Linkbase Document

*101  Definition Linkbase Document

*101  Presentatipn Linkbase Document

*  —TFiled herewith.

A copy of each exl?ibifinay be obtained at a price of 15 cents per page, with a $10.00 minimum order, by writing Investor Relations, 5101
Tennyson Parkway, Plano, Texas, 75024, ‘

s
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the regisirant has duly caused this teport to be
signed on its behalf by the undersigned, thereunto duly authorized.

- TYLER TECHNOLOGIES, INC.
Date: Febroary 18, 2015 By: /s/ John 8. Marr

John S, Marr
Chief Executive Officer and President
{principal executive officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, the following persons on behalf of the registrant and in the
capacities and on the dates indicated have signed this repert below,

Date: February 18, 2015 By: /s/ John 8. Marr

John §. Marr

Chief Executive Officer and President
Director

(principal executive officer)

Date: February 18, 2015 By: /s/ John M. Yeaman
: John M. Yeaman
Chairman of the Board
Date: February 18,2015 _ By: /s/ Brian K. Miller

Brian K. Miller

Executive Vice President and Chief
- Financial Officer '

{principal financial officer)

Date: February 18,’_2015_:5 ,A ) By: /s/ W. Michael Smith

W. Michael Smith
Vice President and Chief Accounting Officer
(principal accounting officer)

Date; February 18,:2015; : By /s/ Donald R. Brattain
: Donald R. Brattain
Director

Date: February 18, 2013 - By: /s/ Glenn A. Carter
ST, : Glenn A. Carter
Director

Date: February 18,520'15__ _ By /s/ Brenda A. Cline

Brenda A. Cline
Director

Date: February 18,"2015 - By: /s/ J. Luther King

J. Luther King
Director

Date: February 18, 2015 By: /s/ Dustin R. Womble

Dustin R. Womble
Director

40




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Dnectors and Shareholders
Tyler Technologies, Inc.

We have audited Tyler Technologies, Inc.’s internal centrol ovear financial reporting as of December 31, 2014, based on criteria established in
Internal Control — Integrated Framework issued by the Comumitiee of Sponsoring Organizations of the Treadway Commission (2013
framework) (the COSQ Criteria). Tyler Technologies, Inc.’s management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of intemal control over financial reporting included in the accompanying “Management’s
Report on Internal Control Over Financial Reporting.” Our responsibility is to express an opinion on the company’s internal control over
financial reporting based on our audit.,

‘We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control ever financial reporting, assessing the risk
that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting prineiples. A
company’s internal control over financial reporting includes those pelicies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, dccurately and fairly reflect the transactions and dispositions of the agsets of the company; (2) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inhé_rent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to fufure periods are subject io the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion,".T yl'er Technologies, Ine. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2014, based on the COSQ criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the consolidated
balance sheets of Tyler Technologies, Inc. as of December 31, 2014 and 2013, and the related consolidated statements of comprehensive income,
shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2014 and our report dated February 18, 2015
expressed an unquahﬁed opinion thereon.

ERNST & YOUNG LLP

Dallas, Texas ~
February 18, 2015
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Direét"olf-s and Sharehclders
Tyler Technologies, Inc.

We have audited the accompanying consolidated balance sheets of Tyler Technologies, Inc. as of December 31, 2014 and 2013, and the related.
consolidated statements of comprehensive income, shareholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2014.. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits,

i B
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financia! statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes,assessing the accounting principles used and sigrificant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, thefinancial statements referred to above present fairly, in all material respects, the financial position of Tyler Technelogies, Ine,
at December 31, 2014 and 2013, and the consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2014, in conformity with U.S. generally accepted accounting principles.

‘We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Tyler
Technologies, Inc.’s internal control over financial reporting as of December 31, 2014, based on criteria established in Internal Control—
Integrated Framework issued by the Commiitee of Sponsoring Organizations of the Treadway Commission (2013 framework) and our report
dated February 18,,2015 expressed an ungualified opinion thereon.

ERNST & YOUNG LLP

Dallas, Texas e
Febroary 18,2015, |
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Tyler Technologies, Inc.

Conselidated Statements of Comprehensive Income
For the years ended December 31

(In thousands, except per share amounts)

Revenues:

Software licenses arid royaltles N
. Subscmptlons -

Software servn_:es

Maintenance

Appraisal services

Hardware and othet

Total revenues

Cost of revenues:
- Software hcenses and royalties
Acquired software

- Software services, maintenance and subscrlptlons. S

~ Appraisal services
- ‘Hardware and other

Total cost of revenues
‘Gross profit

Selling, general and administrative expenseé :
Research and development expense
AIllOl'f.IZELtIOIl of ctistomer and trade name 111tang1bles

Operatihg income

Other expense, net

~Tncome before income faxes

Income tax provision .
“Net income:

Earnings per common share:
Basic
Dilnted

Unrealized gains an investment securities available-for-sale
Tncome tax benefit related to componenis of other comprehensive

11COoIe . 7
Other comprehensive income, net of tax
Comprehensive income

See accompanying noles.

F3

2014 2013 2012
49,065 $ 40,841 § 33,928
. 87.848° 61864 44,618
113,821 93267 83,408
212696 191,720 171,851
21,802 20,825 22.543
7,869 8.126 - 6,956
493,101 ~ 416,643 363,304
CO1,900 2,377 1,983.
1858 2,078 1888
236,363 199,617 - - 171,584
14,284 13,809 14,889
. 5325 5,559 " 5258
250,730 __ 223440 195,602
233371 193203 167,702
108260 98289 86,706
25743 23269 20,140
4,546 4,517 4,279
94,822 67,128 56, 577
355 1,309 2,700
04 467 65,810 . 53,868
35.527 26.718 20,874
T 58040 $  39.101.% 32,994
L9s 1238 109
166 5 . 113 1.00
R 341 8 134
_ 119 47
5 2278 - &7
58940 $ 39323 $ 33,081




Tyler Technologies, Inc.
Consolidated Balance Sheets
(In thousands, except par value and share amounts)

ASSETS
Current assets:
¢ Cash and cash equwalents

Accounts receivable (less allowance fo1 Iosses of $1 725 in 2014 and $1 113 in 20]3)_

' Prepaid expensles S
Income tax receivable
Othes current agsels.
Deferred inconte faxes

" Total corrent asgets -

Accounts receivable, long-term portion
Property and eqmpment net
Other assets: . "
Goodwill -
~ Other intangibles; net
Sundry and othet.

LIABILITIES AND SHAREHOLDERS EQUITY -~ -

Current liabilities:
* Accounts payable - -
Accroed liabilities
- Deferred revenue -
Total current liabilities

Deferred income taxes
Lommltments and contmgenmes

Shareholders equlty

- Preferred stock, $10, 00 pa:r value, 1,000 000 shares authorized; nene issusd
Comunon stock, $0.01 par value; 100,000,000 shares autherized; 48,147,969 shares

issued in 2014 and 2013
":. Additional paid-in capital

Accumulated other compreheﬂswe loss net of tax

Retained earnings -

Treasury stock, at cost; 14 678 782 and 15 309 ,940 shares in 2014 and 2013

respectively -
" Total shareholders' equity

See accompanying notes.

3

December 31, December 31,
2014 2013
206167 0§ 78,876
112,660 106,570
“17,851 ©13,522°
19 9,721
. 339 787 .
9,674 7,759
- 346,710 217,235
76l 588
65,910 64,844
124,142 121011
34,722 38,986
737 1,824
5739827 % 444 488 :
3 4119 § 2,533
39,508 372,839
189,212 156,738
232,839 192,110
4,170 6,059
481 481
201,389 - 182.176.
“6) (46)
261,150 - - 202,210
(126,001) {138,502)
336,973 246319
573,982 $ 444 483




Tyler Technologies, Inc. '
Consolidated Statements of Shareholders’ Equity
For the years ended December 31, 2014, 2013 and 2012

(In thousands)
‘ Accumulated
Additional Other Total
Common Stock Paid-in Comprehensive  Retained Treasury Stock Shareholders'
- ) ; _ . Shares _Amounnt Capital Income (Laoss) Eamings Shares Amount Equity
Balance at Decembierfll, 2008 o 48,148 § 481 $152,859° % (355) $130,115  (18,176) $(204,990) § - 78,110
Netincome o _ _ — — — — 3295 @ — — 32,994
“Unrealized gain on investment: S o R - S : | T i
securities, netoftax L — — S = .87 —_ —_ 87
Issuance of shares pursnant .
. fostock compensation plan — —  (17,018) — — 1,218 29,461 12,443
. Btock compensation S o e 741 T — e T 7,411
Issuance of shares pursuant to
_ employee stock purchase plan 7 — — 639 — — - 81 2,002 2,641
- Federd] income tax benefit related: .~~~ . .o L _ T S
. toexercise ofistock options ©. -l o S cn o 8798 — = = T B,798"
Issuance of shares for ac:qulsltlon e -— 1,329 — — 60 1,486 2,815
Balance at Decembler 31;2012. 7% - . 48148 - 481- 154,018 "+ {268) 163,109 {16,817) (172,041) 145,299
- Net income . — —_ — — 35,101 — — 39,101
U11reahzed galnon investment . - ... o U _ ' B R P '
securities, rief of tax : A S L L2220 —_ — 222
Issuance of shares pursuant .
to stock compensation plan - —  (13,742) — — 1,443 32,031 18,289
* Stock compensation - o Lo 11,653 — = e 11,653
Issuance of shates pursuant to "
~employee stock purchase plan - — “em 2,034 ' — — 64 1,508 3,542
" Federal income tax benefit related * e T T e
. toexercise of stock options - | - — 28,213 L == S — — . 28213
Balance at DecemberBl 2013 48,148 481 182,176 (46) 202,210 (15,310) (138,502) 246,319
. Netincore. - oD e e T e — 58,940 e 58040
Issuance of shares pursuant
. tostock complensation plan T - —  (17,449) — — 855 32,129 14,680
Stock compensation ST = e 14,819 Ce— s = — = 14,819
Issuance of shafes pursuant to -
employee stock purchase plan = — 2,235 e — 53 1,909 4,144
#. Federal income-tax benefit related -~ .~ T T o o o S
' to exercise of stock optibns - RIS UI S P TS £ 77: 5 | THDU L — = 18415
_ Treasury stock purchases N — — — — = (294)  (22,817)  (22,817)
* Issuance of shares for acquisition . — — 193 Lt T = 17 - 1,280 1,473
Balanceat Decamber.?al 2014 - 48148 § 481 £201,389 § (46) 5261,150 (14,679) $(126,001) § 336,973

See accompanying notes.




Tyler Technologies, Inc,

Consolidated Statements of Cash Flows
For the years ended December 31

(In thousands)

Cash flows from operating activities: ~

Net income

- Adjustments to, reeoncﬂe net income to cash provided by operations:
Deprec1at10n and amortization
Share-based compensation expense. . =
Provision for losses - accounts receivable

* Exoess tax benefit from exercises of share-based arrangements

. Deferred income tax benefit

' Changes in operatmg assets and hablht]e& excluswe of eﬁ‘ects of '

" acquired: companles
Acc:oums receivable
Tncome tax receivable :
Prepaid expenses and other curr ent assets
Accounts payable. . : :
Accruediliabilities
'Defened revenue :
Net cash prov1ded by operatmg aet1v1tles

Cash ﬂows from 111vest1ng actlvmes )
 Proceeds from sale of investments. . .
Cost of acquisitions, net of cash acquired
- Additions to property and equipnient
Decrease (incr ease) in other
"~ Net gash used by investing activities -

Cash flows from ﬁnancing activities: "= . .
Purchase of treasury shares
- Contributiéns from employee stock ; purchast plan * .
Proceeds from exercise of stock options
" Decrease in net bonowmgs onrevolving line of credit
Excess tax benefit from exercises of share-based anangements
' Net eash provided (used) by financing activities .

MNet increase in cash and cash eguivalents .
Cash and cash equivalents at beginning of penod ke
Cash and cash equlvalents at end of period

See accomparying rnotes.
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2014 2013 _ 2012

S 58,940 § 39,101 $ 132,694
14,605 13,786 12,711

14,819 11,653 - 7,411

1,897 729 961

(19,4023 - (28,2073 (8,764)
(3,804) 1,497y (215)
(8,912) (7,488) (6,825)

29,117 .. 18,898 - 7,791
(3,696) (4,154) 110
1,586 574 . . (369)

6,326 . . 7,655 (530)
C31,961 . Y 16,188 13,393 .
123,437 66,090 58,668
808 S L0900 s
(3,242) (181) (25,680)
(9,343) 26,858 . 0. (8,102)

220 - 291 (29)

S (11,555) © {25,658) - (34,736)
(22,817) - . —

4,144 4 3,542 - 2,641

14,680 18,289 12,443

e - (18,000 - o(42,700)

19,402 28,207 8,764
15,409 32,038 - (18.852)
12720017 000 2 72470 . 5,080°

) 78,876 6,406 1,326
% 206,167 § .- 78876 0§ 6,406




Tyler Technologies, Inc.
Notes to Consolidated Financial Statements
{Tables in thousands, except per share data)

(1) SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES
DESCRIFTION OF BUSINESS

We provide integrated software systems and related services for the public sector, with a focus on local governments. We develop and market a
broad line of software solutions and services to address the information technology (*“IT”) needs of cities, counties, schools and other local
government entities. i addition, we provide professional IT services, including software and hardware installation, data conversion, training,
and for certain customers, product modifications, along with continuing maintenance and support for customers using our systems. We also
provide subscription-based services such as software as a service (“SaaS™) arrangements, which utilize the Tyler private clond, and electronic
document filing solut:ons {(“e-filing"). In addition, we also provide property appraisal outsourcing services for taxmg jur1sd1ct10ns

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include our parent company and a subsidiary, which is wholly-owned. All significant intercompany
balances and transactions have been eliminated in consolidation.

CASHAND CASII EQUIVALENTS

Cash and cash equivalents consist of cash on deposit with several domestic banks. Cash and cash equwalents are stated at cost, which
approximates market value. :

REVENUE RECOGNITION

We earn revenue from software licenses, royalties, subscripticn-based services, software services, post-contract customer support (“PCS” or
“maintenance”), ha:rdware, and appraisal services.

Software Arran g ements

For the majority Of“OUI' software arrangements, we p1ov1de servicss that range from mstallatmn training, and basic consulting to software
muodification and clstomization to meet specific customer needs. If the arrangement does not require significant production, modification or
customization or where the software services are not considerad essential to the functionality of the software, revenue is recognized when all of
the following conditions are met; :

i persuaéi\;é evidence of an arrangément exists;
ii.  delivery has occurred;

iii, our fee,fs fixed or determinable; ahd

iv. coﬂectélbﬂity is probable,

For multiple efement arrangements, each element of the arrangement is analyzed and we allocate a portion of the total arrangement fes to the
elements based on the relative fair value of the element using vendor-specific objective evidence of fair value (“VSOE”), regardless of any
separate prices stated within the contract for each element. Fair value is considered the price a customer would be required to pay if the element
was sold separately based on our historical experience of stand-alone sales of these elements to third-parties. For PCS, we use renewal rates for
continued support arrangements to determine fair value. For software services, we use the fair value we charge our customers when those
services are sold separately. We monitor our transactions to determine that we maintain and periodically revise VSOE to reflect fair value. In
software arrangemeénts in which we have the fair value of all undelivered elements but not of a delivered element, we apply the “residual
method,” in compliance with ASC 985-603, Software Revenue Recognition, Under the residual méthod, if the fair value of all undelivered
elements is determinable, the fair value of the undelivered elements is deferred and the remaining portion of the arrangement fee is allocated to
the delivered elemeént{s) and is recognized as revenue assuming the other revenue recognition criteria are met. In software arrangements in which
we do not have VSOE for all undelivered elements, reverue is deferred until fair value is determined or all elements for which we do not have
V' SOE have been delivered. Alternatively, if sufficient VSOE does not exist and the only undelivered element is services that do not involve
significant modification or customization of the software, the entire fee is recognized over the period during which the services are expected (o
be performed.




Software Licenses and Royalties

We recognize the revenue allocable to software licenses and specified upgrades upon delivery of the software product or upgrade to the
customer, unless the fee is not fixed or detefminable or collectability is not probable, If the fee is not fixed or determinable, software license
revenue is generally recognized as payments become due from the custemer. If collectability is not considered probable, revenus is recognized
when the fee is collected. Arrangements that include software services, such as training or installation, are evaluated to determine whether those
services are essential to the product’s functionality

A majority of our software arrangeiments involve “off-the-shelf” software. We consider software to be off-the-shelf software if it can be added to
an arrangement with minor changes n the undellymg code and it can be used by the customer for the customer’s purpose upon installation. For
off-the-shelf software arrangements, we recognize the software license fee as revenue after delivery has occurred, customer acceptance 18
1easonab1y assured that portion of the fee represents a non-refundable enforceable claim and is probable of collection, and the remaining
services such as tlalmng are not considered essential to the product’s functicnality.

For arrangements that involve s1gn1ﬁcant productlon, modification or customization of the software, or where software services are otherwise
considered essential, we recognize revenue using contract accounting and apply the provisions of the Construction — Type and Production —
Type Contracts as d1scussed in ASC 605-33, Multiple Elements Arrangements. We ge11e1a11y use the percentage-of-completion method to
recognize revenue from these arrangements. We measure progress-to-completion primarily using labor hours incurred, or value added. The
percentage-of-completion method generally results in the recognition of reasonably consistent profit margins over the life of a contract because
we have the ability, to produce reasonably dependable estimates of contract billings and contract costs. We use the level of profit margin that is
most likkely to ocetir on a contract. If the most likely profit margin cannot be precisely defermined, the lowest probable level of profit in the range
of estimates is used until the results can be estimated more precisely. These arrangements are often implemented over an extended time peried
and occasionally require us to revise total cost estimates, Amounts recognized in revenue are calculated using the progress-to-completion
measurement after giving effect to any changes in our cost estimates. Changes to total estimated contract costs, if any, are recorded in the period
they are determined. Estimated losses on uncompleted contracts are recorded in the period in which we first determme that a loss is apparent. For
arrangements that include new product releases for which it is difficult to estimate final profitability except to assume that no loss will ultimately
be incurred, we re¢ognize revenue under the completed contract method. Under the completed contract method, revenue is recognized only when
a contract is completed or substantially complete. Historically these amounts have been immaterial.

We recognize royalty revenne when earned under the terms of our third-party royalty arrangements, provided the fees are considered fixed or
determinable and sfealization of payment is probable Currently, our third-party royalties are variable in nature and such amounts are not
considered fixed or determinable until we receive notice of amounts earned. Typically, we recewe notice of royalty revenues earmed on a
quarterly basis in tile quartel immediately followmg the roya Ity reporting period.

Software Senqces;

Some of our software arrangements include services considered essential for the customer to use the software for the customer’s purposes. For
these software arrgngenients, both the software license revenue and the services revenue are recognized as the services are performed using the
percentage- -of-completion contract accounting method. When software services are not considered essential, the fee allocable to the service
slement is 1ecogmzed as revenue as we perform the services.

Computer Hardwafre ,Equipment

Revenue allocable' to computer hardware equipment is recognized when we deliver the equipment and collection is probable.

b -
Post Confract Customel Support

Our customers genel ally enter into PCS agleements when they purchase our software licenses. PCS includes telephone support, bug fixes, and
rights to upgrades on a when-and-if available basis. Our PCS agreements are typically renewable annually. Revenue allocated to PCS is
Tecognized on a st1a1ght line basis over the period the PCS is provided. All significant costs and expenses associated with PCS are expensed as
incurred. .

Subscription—Baqed'ServiCBS'

Subscription-based servmes consist of revenues derived from SaaS arrangements, which utilize the Tyler private cloud, and electronic filing
transactions.

For SaaS arr: angements we evaluate whether the customer has the coniractual right to take possession of our software at any time during the
hosting period without significant penalty and whether the customer can feasibly maintain the software on the customer’s hardware or enter into
another arrangement with a third-party to host the software. In cases where the customer has the contractual right to take possession of our
software at any timie during the hosting period without significant penalty and the customer can feasibly
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maintain the software on the customer’s hardware or enter into another arrangement with a third-party to host the software, we recognize the
license, profcssional services and hosting services revenues pursuant to ASC 985-605, Software Revenue Recognition,

For SaaS anangements that do not meet the criteria for recogmtlon under ASC 985-605, we account for the elements under ASC 605-25,
Mult1p1e Element Arrangerments, using all apphcable facts and circumstances, mcludmg whether (i) the element has stand-alone value, (if) there
is a general right of return and (ii) the revenue is contingent on delivery of other elements. We allocate contract value to each element of the
arrangement that qualifies for treatment as a separate element based on VSOE, and if VSOE is not available, third-party evidence, and if third-
party evidence is unavailable, estimated selling price. We recognize hosting services ratably over the term of the arrangement, which range from
omne to 10 years but are typically for a period of three to six years. For professional services associated with SaaS arrangements that we determine
do not have stand-alone value to the customer or are contingent on defivery of other elements, we recognize the services revente ratably over the
remaining contractual period once we have provided the customer access to the software and we may begin billing for hosting services. We '
record amounts that have been invoiced in accounts receivable and in deferred revemue or revenues, depending on whether the revenue
recognition criterid have been met.

Electronic filing transaction fees primarily pertain to documents filed with the courts by attorneys and other third-parties via our e-filing services
and retrieval of fifed docoments via our access services. The elements for these arrangements are accounted for under ASC 605-25, For each
document filed with a court, the filer generally pays a transaction fee and a court filing fee to us and we remit a portion of the transaction fze and
the filing fee to the court, We record as revenue the transaction fee, while the portion of the transaction fee remitted to the courts is recorded as
cost of sales as we'are acting as a principal in the arrangement. Court filing fees collected on behalf of the courts and remitted to the courts are
recorded on a net basis and thus do not affect the staternent of comprehensive income. In some cases, we are paid on a fixed fee basis and
recognize the revenue ratably over the contractual period.

Costs of performing services under subscription-based arrangements are expensed as incurred, except for certain direct and incremental contract
origination and set<up costs associated with SaaS arrangements. Such direct and incremental costs are capitalized and amortized ratably over the
related Saa8 hosting term.

Appraisal Services:

For our property appraisal projects, we recognize revenue using the proportional performance methed of revenue recognition since many of
these projects are iimplemented over one to three year periods and consist of various unique activities. Under this method of revenne recognition,
wee identify each aétivity for the appraisal project, with a typical project generally calling for bonding, office set up, training, routing of map
information, data entry, data collection, data verification, informal hearings, appeals and project management. Each activity or act is specifically
identified and assifified an estimated cost, Costs which are considered to be associated with indirect activities, such as bonding costs and office
setup, are expensed.as incurred. These costs are typically billed as incurred and are recognized as revenue equal 1o cost, Direct contract
fulfillment activities and related supervisory costs such as data collection, data entry and verification are expensed as incurred. The direct costs
for these activities are determined and the total coniract value is then allocated to each activity based on a consistent profit margin. Each activity
is assigned a consistent unit of measure to determine progress towards completion and revenue is recognized for each activity based upon the
percentage complete as applied to the estimated revenue for that activity. Progress for the fulfillment activities is typically based on laber hours
or an output measure such as the number of parcel counts completed for that activity. Estunated losses on uncompleted contracts are recorded in
the period in wh1ch we first determine that a loss is apparent.

Aldlocation of Rcvcnue in Statements of Comprehensive Income

In our statements of comprehensive income, we allocate revenue to software licenses, software services, maintenance and hardware and other
based on the VSOE of fair value for elements in each reveriue arrangement and the application of the residual method for arrangements in which
we have established VSOE of fair value for all undelivered elements. In arrangements where we are not able to establish VSOE of fair value for
allundelivered elements, revenue is first allocated to any undelivered elements for which VSOL of fair value has been established. We then
allocate revenue to any undelivered elements for which VSOE of fair value has not been established based upon management’s best estimate of
fair value of those undelivered elements and apply a residual method to determine the license fee. Management’s best estimate of fair vatue of
undelivered clements for which VSOE of fair value has not been established is based upon the VSOE of similar offerings and other objective
criteria. :

Other

The majority of deferred revenue consists of unearned support and maintenance revenue that has been billed based on contractuzl terms in the
underlying arrangement with the remaining balance cousisting of payments received in advance of revenue being earned under software
licensing, subscription-based services, scftware and appraisal services and hardware installation. Unbilled revenue is not billable at the balance
sheet date but is recoverable over the remaining life of the contract through billings made in accordance with contractual agreements, The
termination clauses in our contracts generally provide for the payment for the value of products delivered and services performed in the event of
an early termination.




Prepaid expenses and other current assets include direct and incremental costs such as commissions associated with arrangements for which
revenue recognition has been deferred. Such costs are expensed at the time the related revenue is recognized.

USE OF ESTIMATES

The preparation of our financial statements in conformity with accounting principles generally accepted ini the United States (“GAAP”) requires
us to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and Habilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Significant items subject to
such estimates and ‘assumptions include the application of the percentage-of-completion and proportional performance methods of revenue
recognition, the carrying amount and estimated useful lives of intangible assets, determination of share-based compensation expense and
valuation allowance for receivables. Actual results could differ from estimates.

PROPERTY AND EQUIPMENT, NET

Property, equipment and purchased seftware are recorded at original cost and increased by the cost of any significant improvements after
purchase. We expense maintenance and repairs when incurred. Depreciation and amortization is calculated using the straight-line method over
the shorter of the assét’s estimated useful life or the term of the lease in the case of leasehold improvements. For income tax purposes, we use
accelerated depreciation methods as allowed by tax laws.

RESEARCH ANDTDEVELOPMENT COSTS

We expensed resea;ch and development costs of $25.7 million during 2014, $23.3 million during 2013, and $20.1 million during 2012, We
reduced our research and development expense by approximately $1.0 million in 2012, which was the amount earned under the terms of a
strategic alliance with a development partner.

INCOME TAXES |

Income taxes are accounted for under the asset and liability method. Deferred taxes arise because of different treatment between financial
statement accounting and tax accounting, known as “temperary differences.” We record the tax effect of these temporary differences as
“deferred tax assets” (generally items that can be nsed as a tax deduction or credit in the future periods) and “deferred tax liabilities™ (generally
items that we received a tax deduction for, which have not yet been recorded in the income statement). The deferred tax assets and liabilities are
measured using enacted tax rules and laws that are éxpected to be in effect when the temporary differences are expected to be recovered or -
setiled. A valuation allowance would be established to reduce deferred fax assefs if it is more likely than not that a defened tax asset w111 not be
realized.

SHARE-BASED COMPENSATION

We have a stock option plan that provides for the grant of stock options to key employees, directors and non-employee consultants, Stock
options generally vest after three fo six years of continnous service from the date of grant and have a contractual term of 10 years. We account
for share-based corhpensation utilizing the fair valug recognition pursuant to ASC 718, Stock Compensation. See Note 9 ~ “Share-Based
Compensation” for further information,

GOODWILL AND OTHER INTANGIBLE ASSETS -
Goodwill

Goodwill represents the excess of the purchase price over the fair value of net assets acquired, including identifiable intangible assets, in
connection with our business combinations. Upon acquisition, goodwill is assigned to the reporting unit that is expected to benefit from the
synergies of the business combination, which is the reporting unit to which the related acquired technology is assigned. A reporting unit is the
operating segment, ot a business unit one level below that operating segment, for which diserete financial information is prepared and regularly
reviewed by executive management, We assess goodwill for impainment annually as of April, or more frequently whenever events or changes in
circumstances indicate its carrying value may not be recoverable.

When testing goodwill for impairment quantitatively, we first compare the fair value of each reporting unit with its carrying amount. If the
carrying amount of a reporting unit exceeds its fair value, a second step is performed to measure the amount of potential impairment, In the
second step, we compare the implied fair value of reporting unit goodwill with the carrying amount of the reporting unit’s goodwill, If the
carrying amount of reporting unit goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized. The fair values
calculated in our impairment tests are determined using discounted cash flow models involving several assumptions. The assumptions that are
used are based upon what we believe a hypothetical marketplace participant would use in estimating fair value. We evaluate the reascnableness
of the fair value caleulations of our reporting units by comparing the total of the fair value of all of our report:ng units to our total market
capitalization.
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Onur annual goodwﬂl 1Inpa11ment analysis, which we performed quantitatively during the second quarter of 2014, did not result in an 1111pa1nnent
charge, :

Other Intangible Assefs

We make Judgments about the recovmablhty of purchased intangible assets other than goodwill whenever events or changes in circumstances
indicate that an impairment may exist. Custolner base constitutes approximately 80% of our purchased intangible assets other than goodwill. We
review our customer turnover each year for indications of impairment. Our customer turnover has historically been very low, If indications of
impairment are determined to exist, we measure the recoverability of assets by a comparison of the carrying amount of the asset to the estimated
undiscounted future cash flows expected to be generated by the asset, If the carrying amount of the assets exceeds their estimated future cash
flows, an impairment charge is recognized for the amount by which the carrying amount of the assets exceeds the fair value of the assets. There
have been no significant impairments of intangible assets in any of the pericds presented.

IMPAIRMENT OF LONG-LIVED ASSETS

We periodically evaluate whether current facts or circumstances indicate that the carrying value of our property and equipment or other long-
lived assets to be held and nsed may not be recoverable. If such circumstances are determined to exist, we measure the recoverability of assets to
“be held and used by a’ ‘comparison of the carrying amount of the asset or appropriate grouping of assets and the estimated undiscounted future
cash flows expected to be generated by the assets. If the carrying amount of the assets exceeds their estimated future cash flows, an impairment
charge is recognized for the amount by which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of
would be separately presented in the balance sheet and reported at the lower of the carrying amount or fair value less costs to sell, and are no
longer depreciated. The assets and Habilities of a disposed group classified as held for sale would be presented separately in the appropriate asset
‘and liability sections of the balance sheet. There have been no significant impairments of long-lived assets in any of the periods presented.

P

COSTS OF COMPUTER SOFTWARE

We capitalize software development costs upon the establishment of technological feasibility and prior to the availability of the product for
general release to custorers. Software development costs primarily consist of personnel costs and rent for related office space. We begin to
ammortize capitalized costs when a product is available for general release to customers. Amortization expense is determined on a product-by-
product basis at a rate not less than straight-line basis over the product’s remaining estimated economic life, but not to exceed five years, We
have not capitalizet] any.internal software development costs in any of the periods presented.

FAIR VALUE OF FINANCIAL INSTRUMENTS

Cash and cash equi;valé:nts, accounts receivables, accounts payables, shori-term obligations and certain other assets at cost approximate fair value
because of the shorf maturity of these instrunyents.

' CONCENTRATION 5.OF CREDIT RISK AND UNBILLED RECEIVABLES

Financial instrumenits that potentially subject us to significant concentrations of credit risk consist principally of cash and cash equivalents and
accounts receivable from trade customers. Our cash and cash equivalents primarily consists of operating account balances, which are maintained
at several major domestic financial institutions and the balances often exceed insured amounts. As of December 31, 2014 we had cash and cash
equivalents of $206.2 million. We perform periodic evaluations of the credit standing of these financial institutions.

Concentrations of credit risk with respect to receivables are limited due to the size and geographical diversity of our customer base. Historically,
our credit losses have ot been significant. As a result, we do not believe we have any significant concentrations of credit risk as of
December 31, 2014,

We maintain allowancés for doubtful accounts and sales adjustments, which are provided at the time the revenue is recognized. Since most of
our customers are doniestic governmental entities, we rarely incur a loss resulting from the inability of a customer to make required payments.
Events or changes in circumstances that indicate that the carrying amount for the allowances for doubtful accounts and sales adjustments may
require revision, intlude, but are not limited to, deterioration of a customer’s financial condition, failure to manage our customer’s expectations
regarding the scope of the services to be delivered, and defects or errors in new versions or enhancements of our software products.
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The following table summarizes the changes in the allowances for doubtful accounts and sales adjustments:

Years ended December 31,

L : 2014 2013 2012
Balarice at beginning of year - ' - $ L1138 1,621 $ - 990
Provisions for losses - accounts Teceivable _ _ 1,897 729 961
Deductions for accounts charged off or credits issued L - (1285 (1,237 - {33
Balance at end of year $ 1,725 % 1,113 § 1,621

The termination clauses in most of our contracts provide for the payment for the value of products delivered or services performed in the event
of early termination. Our property appraisal outsourcing service contracts can range up to three years and, in a few cases, as long as five years, in
duration. In connection with these contracts, as well as certain software service contracts, we may perform work prior to when the software and
services are billable and/or payable pursuant to the contract, We have historically recorded such unbilled receivables (costs and estimated profit
in excess of billings) in connection with (1) property appraisal services contracts acconnted for using proportional performance accounting in
which the revenue is earned based upon activities performed in one accounting period but the billing normally occurs subsequently and may
span another accounting period; (2) software services contracts accounted for using the percentage-of-completion method of revenue recognition
using labor hours as a measure of progress towards completion in which the services are performed in one accounting period but the billing for
the software element. of the arrangement may be based upon the specific phase of the implementation; (3) software revenue for which we have
objective evidence that the customer-specified objective eriteria has been met but the billing has not yet been submitted to the customer;

{4) some of our contracts provide for an amount to be withheld from a progress billing (generally between 5% and 20% retention) until final and
satisfactory project completion is achieved; and (5) in a limited number of cases, we may grant extended payment terms generally to existing
customers with whotn we have a long-term relationship and favorable collection history,

In connection with this activity, we have recorded unbilled receivables of $14.8 million and $10.8 million at December 31, 2014 and 2013,
respectively. We also-have recorded retention receivables of $4.7 million and $2.6 million at December 31, 2014 and 2013, respectively, and
these retentions become payable upon the completion of the contract or completion of our fieldwork and formal hearings, Unbilled receivables
and retention receivables expected to be colleeted in excess of one year have been included with accounts receivable, long-term portion in the
accompanying congolidated balance sheets.

INDEMNIFICATION.

Most of cur software Ticense agreements indeninify cur customers in the event that the software sold infringes upon the intellectual property
rights of a third-party, These agreements typieally provide that in such event we will either modify or replace the software so that it becomes
non-infringing or procure for the customer the right to use the software. We have recorded no liahility associated with these indemnifications, as
we are not aware of any pending or threatened infringement actions that are possible losses. We believe thc estimated fair value of these
intellectual ploperty indemmification clauses i is minimal.

We have also agreed to indemnify our ofﬁcers and board members if they are named or threatened to be named as a party to any proceeding by
reason of the fact that they acted in such capacity. We maintain directors’ and officers® insurance coverage to protect against any such losses. We
have recorded no liability associated with these indemnitications. Because of our insurance coverage, we believe the estimated fair value of these
indemnification agreements is minimal.,

RECLASSIFICATIONS

Cerfain amounts fo’r -ﬁrevious years have been reclassified to-conform to the current year presentation.

@) ACQUISITIONS
2014

On Aungust 29, 2014; we acquired all of the capital stock of SoftCode, Inc. (“SoftCode™), which develops and sells civil process management
software, typlcally to county sheriff departments, The purchase price, net of cash acquired of $71,000, was $3.5 million in cash, of which
$325,000 was accryed at December 31, 2014, and 16,540 shares of Tyler common stock valued at $1.5 million, based on the stock price on the
acquisition date. In December 2014, we finalized the purchase price allocation, which resulted in additional goodwill of $125,000. As a result,
we acquired total tangible assets of approximately $301,000 and assumed liabilities of approximately $531,000. We have recorded total
goodwill of approxXimately $3.1 million, all of which is expected to be deductible for tax purposes, and other intangible assets of approximately
$2.1 million. The $2.1 million of intangible assets is attributable to customer relationships, acquired software and trade name and will be
amortized over a weighted average period of approximately eight years. We believe this transaction will broaden our courts and justice software
solutions with a tracking and management




solution for civil court documents, We believe that likely market participants for this transaction would be software companies with a presence
in the courts and fustice market. Therefore, the goodwil] of $3.1 million arising from this acquisition is primarily attributable to our ability to
integrate SoftCode software solutions with our existing portfolio and maximize the value of the customer base through Tyler’s Odyssey software
suite that targets tlie courts and justice market'and to a much lesser extent, the assembled workforce of SoftCode, Our balance sheet as of
December 31, 2014 reflects the allocation of the purchase price to the assets acquired based on their fair value at the date of acquisition, The fair
value of the assets:and liabilitics acquired are based on valuations using level three, unobservable inputs that are supported by little or no market
activity and that are significant to the fair value of the assets or liabilities. The operating results of this acquisition are included in our results of
operations from the date of the acquisition,

2012

In November 2012, we acquired all of the capital stock of EnerGov Solutions, L.L.C. that develops and sells enterprise pemnttmg, land
management, licensing and regulatory software solutions to governmental agencies. The purchase price, net of cash acquired of $135,000, was
$10.5 million in cash and 60,000 shares of Tyler common stock valued at $2.8 million, based on the stock price on the acquisition date,

In April 2012, we iac:quired all of the capital stock of Computer Software Associates, Inc. (“CSA”™) for a cash purchase price of $9.4 million, net
of cash acquired of $437,000. CSA is a reseller of Tyler’s Infinite Visions school enterprise solution, and sells proprietary CSA tax and
recording solutions to county governments, primarily in the Northwest.

In March 2012, we acquired all the capital stock of UmiFund, L.L.C. (“Unifund™) for a cash purchase price of $4.6 million, net of cash acquired
of $780,000. UniFund provides enterprise resource planning solutions to schools and local governments, primarily in the Northeast, UniFund is
also a reseller of Tyler’s Infinite Visions school enterprise solution.

In Janwary 2012, We acquired substantially all of the assets of Akanda Innovation, Inc., a provider of web-based solutions to the public sector,
which are integrated, with our property tax software, for a total purchase price of $2.9 ]1]1]1]0!‘1 The purchase price included certain liabilities we
assumed of approximately $800,000, resulting in net cash paid to the sellers of $2.1 million, of which $900 000 was paid prior to December 31,
2011,

2015

On January 30, 20115, we made a $15.0 million investment in convertible preferred stock representing a 20% interest in Record Holdings Pty
Limited, a privately held Australian compary specializing in digitizing the spoken word in court and legal settings.

(3) I’ROPER’I‘Y,! AND EQUIPMENT, NET

Property and equipment, net consists of the following at December 31:

, Usefui
: Lives
_ o ) _ {years) 2014 2013
Land SR : ' L T e 7,736 % 7,800
Building and Ieasehold 1mprove1nents 5-39 51,309 50,523
Computer equipment : and purchaséd software - . .o o 35 34,058 127071
Fumifire and fixtures - 5 11,812 10,834
Trapsportation equipment - S PO 5 . 238 241
' _ 105,153 96,469
Accumulated depreciation and arortization’ T LT (39,24%) {31,625}
]?roperty and equipment, net ¥ 65,910 $ 64,844

Depreciation expe;nse was §7.9 million during 2014, $6.4 million during 2013, and $5.6 million during 2012,

We own office buildings in Yarmouth, Maine; Lubbock and Plano, Texas; and Moraine, Ohio. We lease some space in these buildings to third-
party tenants. These leases expire between 2015 and 2017 and are expected (o provide rental income of approximately $683,000 dming 2015,
$319,000 during 2016, and $46,000 during 2017. Rental income associated with third-party tenants was $945,000 in 2014, $704, 000 in 2013,
and $586,000 in 2012, and was included as a reduction of selling, general and administrative expenses.
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(4) GOODWILL AND OTHER INTANGIBLE ASSETS

Other intangible assets and related accumulated amortization consists of the following at December 3L

o 2014 2013
Gross carrying amount of acquisition intangibles: : B :
Customer related 1ntang1bles _ h) 61,325 § 60,547
-Acquired software’© - e e 2331030 0 032,003
Trade name G S 3,331 3,108
Lease acquired. - DL R e T - T . 1387
. , . 97,759 97,046
Accumulated amortization. -~ 0 ' : (63,037) - {(58,060)
Total intangibles, net 3 34,722 % 38,986

Total amortization expense for intangibles was $6.4 million in 2014, $6.8 million in 2013, and $6.5 million during 2012,

The allocation of aicquisition intangible assets is summarized in the following table:

December 31, 2014 December 31, 2013
Weighted Weighted
Gross Average : Gross Average )
Carrying Amortization Accunulated Carrying Amortization  Accumulated
. _ Amount Period Amo_rtization Amount i Period Amortization
Non-amortizable intangibles: _ ' ’ L ST e . e P
~ Goodwill 5 124142 _ — § — 3 121 011 — § —
Amortizable intangibles; RS B T . RN S TLT I
Customer related intangibles o o 61,325 . 15 years 33,194 60,547 15 years 28,864
Acquired software ST T 33,103 . Syears - 28441 32,003 - - .5vyears 26,584
Trade name - < 3,331 15 years © 1,402 3,109 15 years 1,225
* Lease acquired o e - e ©1,387 ‘3years 1,387

The changes in the carrying amount of goodwill for the two years ended December 31, 2014 are as follows:

Appraisal
and Tax
Enterprise Software
Software Solutions
o . Solutions _ . .. and Services _ Total
Balance as of Decémber 31, 2012 and Decernber 31, 20135 0 0 S0 114454 &0 - 6,557 % o 121,011
Goodwill acquired during 2014 1elated to the purchase of SoftCode _ 3,131 _ — 3,131
Balance as of December 31,2014 .~ . ST 117585 0% 0 o 685 S 124142

Esgtimated annual amortization expense relating to acquisition intangibles, including acquired software for which the amortization expense is
recorded as cost of revenues for the next five years is as follows:

2015 . : SR . SR -k 1

2016 _ , o - 6,331

P 2018 o o o 4,677
: 2019 R SRR R IV
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(5) ACCRUED LIABILITIES

Accrued liabilities consist of the following at December 31

_ _ o _ 2014 2013

Accrued wages, bonuses and commissions : $ 30977 % 0 25471

Other accrued liabilities 8,531 7,368
IR ' o ‘ 5 39,508 - § - 32,839

(6) REVOLVING LINE OF CREDIT

Our revolving line of credit matured on August 11, 2014 and we have not entered into any new credit agreements.

As of December 31, 2014, we had an outstanding $2.0 million letter of credit issued by a bank in favor of one of our clients. The letter of credit
guarantees our performance under a software contract and expires in 2015.

(7) INCOME TAX

T'he income tax provision (benefit) on income from operations consists of the following:

Years ended December 31,

i _ _ _ 2014 2013 2012
Current; - : e - : L i
Federal $ 34,504 § 25,625 § 19,113
State - S ggaT 500 0 1,976
' 39,331 28,215 21,089
Deferred - L . (G.804) . (1497) . (215}
S $ 35,527 § 26,718 & 20,874

Reconciliation of the U.S. statutory income tax rate to our effective income tax expense rate for operations follows:

Yem‘s ended December 31,

2014 2013 2012

Federal income tax expense at statutory rate =~ . - $ 33,064 §  23,037.% 18,854
Staté income tax, net of federal income tax beneﬁt _ 2,867 2,371 1,365

Non—deductlble business expenses - o DT 1485 41,1100 1,087
Quahﬁed manufactunng act1v1tles _ _ _ o (1,720} — (117
Othar, net. R N Lo C(169) - R007 285

b 35,527 . § 26,718 § 20,874

s

The tax effects of the major items recorded as deferred tax assets and liabilities as of December 31 are:

2014 2013
Deferred income tax assets: ' : - o S
Operating expenses not currently deducuble _ -$ 9,093 § @ 7,360
Stock option and other employee benefitplans -~ -~ .0 0 9815 . 7,089
Capital loss and credit carryforward . 177 185
- Property and equipnient- .. | ] B T, c46 - 149
Total deferred income tax assets | 7 _ 19 131 14 783 _
Deferred income tax liabilities: R AR S '
Intangible assets 7 (13 424) (12 910)
* QOther BN IR (203} {173)
Total deferred income tax 11ab111t1es {13,627) (13,083)

Net deferred ircome tax asget .~ T s T ss04 80 T L700




In 2014, we utilized approximately $650,000 of net operating loss carryforwards for federal income tax reporting purposes, The full amount of
the net operating loss utilized was attributable to excess tax benefits related to share-based arrangements for which authortitative guidance
prohibited the recognition of a deferred tax asset in 2013. In 2014, this tax benefit was accounted for as an increase to shareholders’ equity and a
reduction in income tax payable. Inn total, we recognized approximately $19.4 million and $28.2 million of excess tax benefits related to share-
based arrangements_in_2014 and 2013, respectively, as a credit to shareholders’ equity and a reduction in income taxes payable.

Although realization is not assured, we believe it is more hkely than not that all the deferred tax assets at December 31, 2014 and 2013 will be
realized. Accordingly, we believe no valuation allowance is required for the deferred tax assets. However, the amount of the deferred tax asset
considered realizatile could be adjusted in the future if estimates of reversing taxable temporary differences are revised,

No reserves for uncertain income tax positions have been recorded pursuant to ASC 740-10, Income Taxes.

The Internal Revenue Service (“IRS”) is examining our 1.8, income tax return for the year 2012. As of February 18, 2015, no significant
adjustments have bieen proposed by the IRS. We are unable to make a reasonable estimate as to when cash settlements, if any, will occur.

We are subject to U.S. federal tax as well as income tax of multiple state and local jurisdictions. We are no longer subject to United States
federal income tax ‘examinations for years before 2011. We are no longer subject to state and local income tax examinations by tax authorities
for the years before 2010.

We paid income taxeé, net of refunds received, of $10.2 million in 2014, $9.3 million in 2013, and $13.1 million in 2012,

(8) SHAREHOLDERS® EQUITY

The following table details activity in our common stock:

Years ended December 31,

Lo 2014 2013 2012
. . 7 ) ___Shares Amount Shares Amount Shares Amount
Stock option exemi'ses ' ST T T RSS 8§ 14,680 1,443 § . 18289 1,218 - § 12,443
Purchases of common stock S (294) (22,817) — — — o
Employee stock plﬂu purchases R R S 83 4144 .64 3,542 81 2,641
Shares issued for acquisition o 17 1,473 — —_ 60 2 815

As of February 18, 2015 we had authorization from our board of directors to repmchase up to 1.4 miilion addmonal shares of our common
stock.

(9 SHARE—BA$ED COMPENSATION

Share-Based Com;gensation Plan

We have a stock optlon plan that p10v1des for the graut of stock opﬁons te key employees, directors and non-employee consultants, Stock
options generally vest after three to six years of continuous service from the date of grant and have a contractual term of 10 years. Once options
become exercisable, the employee can purchase shares of our common stock at the market price on the date we granted the option. We account
for share-based comipensation utilizing the fair value recognition pursuant to ASC 718, Stock Compensation,

As of December 31, 2014, there were 468,000 shares available for future grants under the plan from the 16.0 million shares previously approved
by the stockholders.

Determining Faﬁr‘“VaIue of Stock Compensation

Valuation and Anlog'ﬁ_iation Method. We estimate the fair value of share-based awards granted using the Black-Scholes option valuation model.
We amortize the fair value of all awards on a straight-line basis over the requisite service periods, which are generally the vesting periods.

Expected Life. The éxpected life of awards granted represents the period of time that they are expected to be outstanding, The expected life
represents the weighted-average period the stock options are expected to be ontstanding based primarily on the options’ vesting terms, remaining
contractual life and the employees’ expected exercise based on historical patterns.
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Expected VoIatility Using the Black- Scholes option valuation model, we estimate the volatility of our common stock at the date of grant based
on the historical volatlllty of our common stock

Risk-Free Interest Rate. We base the risk-free interest rate used in the Black-Scholes option Valua‘aon model on the implied vield currently
available on U.S. Treasury zero-coupon issues with an equivalent remaining term equal to the expected life of the award.

Expected Dividend Yield. We have not paid any cash dividends on our common stock in more than ten years and we do not anticipate paying
any cash d1v1dends in the foreseeable future, Consequently, we use an expected dividend yield of zero in the Black-Scholes option valuation
model. :

Expected Fo1f‘eltures We use historical data to estimate pre-vesting option forfeitures. We record share-based compensatlon cnly for those
awards that are expected to vest.

The following weighted average assumptions were used for options granted:

Years ended December 31,

_ - o _ S 2014 2013 2012
Hxpected life firi years) © ¢ 0 b e T g e 64 6T
Expected volatility _ o o _ 309 % 324 % 32.6 %
Rigk-freeinterestrate - -0 . 0 0T e 18 % 14 % 1.0 %
Expected forfeiture rate : 7 3% 3% 3%

The following table summarizes share-based compensation expense related to shale-based awards which is recorded in the statements of
comprehensive i income:

Years ended December 31,

2014 2013 2012
Cost of software services, maintenance and subscriptions. . $ 21778 - 1,509 § - 1,084
Selling,'general and administrative expenses o 12,642 10,144 6,327
. Total share-based compenisation expenses .. 14,819 ©11,653 7,411
Tax benefit o o S (4,237) (3,363) {2,040)
Net decrease in netincome - =~ . e s T UIn,582 8 - 8290080 T 5,371
Stock Option Activity )
Options granted, exercised, forfeited and expired are suymmarized as follows:
Weighted
Average
Weighted Remaining
Average Contractual
H ot Number of © Exercise Life - Aggrepate
) N o _ o Shares _ Price (Years) Intrinsic Value
Outstapding at December 31,2011 ©. B T 6089 % T 153 ' '
© Granted _ _ 7 930 43.53
- Exercised : e ' o Jo(L218).. 1022 - -
Forfeited _ _ (60) 28.07
Outstanding at December 31,2012 .7 /. eSS g 20,86
Granted: 1,453 67.08
Exercised Lo e (1,443) 0 1 1268
Fotfeited 7 7 1) _ 68.17
Outstanding at December 31,2013 .7 0 0 T U s T 34,66
Granted 673 94.15
CBxereised o R T (B85 17.17
Forfeited (3) 37.44
Outstanding at December 31,2014 - . - . 0T T s e3 T4A 61 0 7§ 358,897
5 § 170,633

Exercisable at December 31, 2014 ] 2,017 24.85

P17




We had unvested options to purchase 3.3 million shares with a weighted average grant date exercise price of $55.61 as of December 31, 2014
and unvested options to purchase 3.5 million ghares with a weighted average grant date exercise price of $44.55 as of December 31, 2013. As of
December 31, 2014, we had $55.3 million of total unrecognized compensation cost related to unvested options, net of expected forfeitules
which is expected fto'be amortized over a weighted average amortization period of four years.

Other information'pe'ftaining to option activi’ty was as follows during the twelve months ended December 31:

2014 2013 2012
Wel ghted average grant date fa:u‘ Value of stock optmns R T
granted - L% 3132 % 2327 % 15, 24

Total intrinsic value of stock optlons exermsed 69,768 69,303 40 589

Emplovee Stock Purchase Plan

Under our Employee Stock Purchase Plan (“ESPP™) participants may contribute up to 15% of their annual compensation fo purchase common
shares of Tyler. The purchase price of the shares is equal tc 85% of the closing price of Tyler shares on the last day of each guarterly offering

period. As of December 31, 2014, there were 943,000 shares avaiiable for future grants under the ESPP from the 2.0 million shares previously
approved by the stockholders.

(10) EARNINGS%PER SHARE

Basic earnings and diluted earnings per share data were computed as follows:

Years Ended December 31,

. . _ 2014 2013 2012
Numerator for basic and diluted earings per share: oy : o
Né:t income _ $ 58,940 % 39,101 § 32,994
Denommatm . P Lo Lo T
Weighted-average ba51c comumon shares outstand111g o o 33,011 31,891 30,327
Assumed conversiofi of dilutive securities: <. - .. .. . . ' S AT o
Stock options o 2,390 2,699 2,589
Denominator for diluted eammgs per sha1e R . — N ' 5
‘-Adjusted weighted-average shares ~ © - Cso e 35401 7 34,590 . 32916
Eammgs per common share: ) _ _ ] _ _ o
" Basic . ) C D T e TR 1.79- % -0 123§ 1.09
D;luted ’ 3 1.66 % 113  § 1.00

Stock options représenting the right to purchase commen stock of 481,000 shares in 2014, 62,000 shares in 2013, and 463,000 shares in 2012
were not included in the computation of diluted earnings per share because their inclusion would have had an anti-dilutive effect.

H .
i 3

{11} LEASES

‘We lease office fagilities for use in our operations, as well as transportation, computer and other equipment. We also have an office facility lease
agreement with an entity owned by an executive’s father and brother. The executive does not have an interest in the entity that leases the
property to us andthe lease arrangement existed at the time we acquired the business unit that occupies this property. Most of our leases are
non-cancelable operating lease agreements and they expire at various dates through 2021, In addition to rent, the leases generally require us to
pay taxes, mainterance, insurance and certain other operating expenses.

Rent expense was l'approximately $6.7 million in 2014, §7.5 million in 2013, and $7.2 million in 2012, which included rent expense associated
with related party lease agreements of $1.7 miillion in 2014, $1.7 million in 2013, and $1.7 million in 2012.
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Future minimum lease payments under all non-cancelable leases at December 31, 2014 are as follows:

Years endmg December 3l, -
i 2015 R SR R . % 5437

2016 | ' 5,136

2017 : L 480

2018 L | 2,270

- 2019 S i S o : 1680
o Thewaftar o _ _ e —-—2 005
B T T O SN “§ 20,987

Included in future minimum lease payments are non-cancelable payments due to related parties of $1.7 million in 2015, $1.7 million in 2016 and
$1.7 million in 2017.

(12) EMPLOYEE BENEFIT PLANS

We provide a defired contribution plan for the majority of our employees meeting minimum service requirements. The employees can
contribute up to 30% of their current compensation to the plan subject to certain statutory limitations. We contribute up to & maximum of 3% of
an employee’s compensation to the plan. We made contributions to the plan and charged operating results $4.3 million during 2014, §3.8
million during 2013, and $3.3 million during 2012, .

f
(13) COMMITMENTS AND CONTINGENCIES

Other than routine Jlitigation incidental to our business, there are no material legal proceedings pending to which we are party or to which any of
our properties are subject.

(14) SEGMENT AND RELATED INFORMATION

We are a major provider of infegrated information management solutions and services for the public sector, with a focus on local and state
governments. :

We provide our software systems and services:and appraisal services through four business units, which focus on the followmg products:
¢ financial management, education and planning, regulatory and maintenance software solutions;
. ﬁnanmal management, mummpal courts, and land and vital records management software solutions;
» :courts and justice software solutions; and
. jaﬁpraisal and tax software solutions and property appraisal services.

In accordance with ASC 280-10, Segment Reporting, the financial management, education and planning, regulatory and maintenance software
solutions unif; finaiiefal management, municipal courts and land and vital records management software solutions unit; and the courts and justice
software solutions unit meet the criteria for aggregation and ars presented in one reportable segment, Enterprise Software Solutions .
(“ES&™). The ESS segment provides municipal and county' governments and schools with software systems and services to meet their
information technology and automation needs for mission-critical “back-office” functions such as financial management and courts and justice
processes, The Appraisal and Tax Software Solutions and Services (“ATSS”) segment provides systems and software that automate the
appraisal and assessment of real and personal property as well as property appraisal outsourcing services for local governments and taxing
authorities. Propetty appraisal outsourcing services include: the plysical inspection of conunercial and residential properties; data collection and
processing; computer analysis for property valuaticn; preparation of tax rolls; community education; and arbitration between taxpayers and the
assessing jurisdiction,

We evaluate performance based on several factors, of which the primary financial measure is business segment operating income, We define
segment operating income for our business units as income before noncash amostization of infangible assets associated with their acquisition,
interest expense and income taxes. Segment operating income includes intercompany transactions. The majority of intercompany fransactions
relate to contracts involving more than one unit and are valued based on the contractual arrangement. Segment operating income for corporate
primarily consists of compensation costs for the executive management team and certain accountmg and administrative staff and share-based
compensation expense for the entive company. Corporate ségment operating
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income also includes revenues and expenses related to a company-wide user conference. - The accounting policies of the reportable segments are
the same as those described in Note 1, “Sumimary of Significant Accounting Policies.”

Segment assets include net accounts receivable, prepaid expenses and other current assets and net property and equipment. Corporate assets
consist of cash and investments, prepaid insurance, intangibles associated with acquisitions, deferred income taxes and net property and
equipment mainly related to unallocated information and technology assets.

ESS segment capital éxpenditures in 2013 and 2012 included $19.6 million, and $3.0 million, respectively for the construction of a new building
and purchase of an existing building and 1a11d ATSS segment capital expenditures in 2012 included $2.6 million for the purchase of a building

and land to support long-term growth.

A of the year ended'!i?ecen1ber 31, 2014

Revenues: ]

Software hcenses and 1oyaltles
Subscriptions '
Software services - -
Maintenance . .
Appraisal serwces

Hardware and othet
Iritercompany

Total revenues

Depreciation and antortization expense

Segment operating income
Capital expenditures. -
Segment assets

As of the year ended December 31, 2013

Revenues :
Saftware licenses and royaltles
Subscriptions ) :
Software services
Maintenance . . 1

Appraisal services - -

Hardware and other - - -
Intercompany

Total revenues -

Depreciation and amertlzatlon expense

Segment operating mcome
Capital cxpendltures
Segment assets -

Appraisal and
Tax
Enterprise Software
Software Solutions
Solutions and Services Corporate Totals
‘5 46,047 § 3,018 § — % 46,063
" 84,322 35260 g7 .848
104,146 - 9,675 — 113,821
195,881 16,815 — - 212,696 -
— 21,802 — 21,802
~5,398. ST 2,460 L 07,869
2,812 — {2, 812) —
% 438606 § . 54,847 § (352)° % 493,101
11,140 - 866 2,599 14,605
114,993 11,603 (25,370) . 101,226
3,644 . - 359 _ 5,446 - 5,449
S8 170,369 - § 16463 § - 387,150 $ - 573982
Appraisal and
Tax
Enterprise Software
Software Solutions
Solutions and Services Corporate _ - Totals
$ 38774 8§ 2,067 $ — $ 40841
: 58,070 12,794 — 61,864
85,459 7,808 — 93,267
175,180 16,540 —_ 191,720
— 20,825 — 20,825
S 6,342 — 1,784 8,126
2,899 - — (2,899) —
$ 367724 $ 50034 § (1,115). § 416,683
10,569 - 1,028 2,189 13,786
85,045 - 9,428 (20,750} 73,723 -
2457 250 3,438 26,145
$ 161,923 5 16244 § 266,321 §. 444,488
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As of the year ended December 31, 2012

Appraisal and
Tax
~ Enterprise . Software
Software ~ Solutions
Solutions and Services Corporate _ Totals
Revenues ; S R o o
Software licenses and royalties b 32,060 % 1,868 3§ . — % 33,928
Subscriptions : ; 43,319 1,299 .. o — 44,618
Software services - 76,103 o 1308 — 83,408
Maintenance =~ 155,290 16,561 . - 171,851
Appraisal services — o 22,543 — 22,543
Hardware and other - 52077 0 1,659 6,956
Intercompany ‘ 2,249 — - {2, 249) —
Total revermes = S % 314318 % 49576 % . (590) § 363,304
Depreciation and amortization expense 9,929 858 1,824 12,711
Segment operating, income 71,135 . 8,498 - {16,889) 62,744
Capital expenditures o 5,460 o 3,382 1,865 10,716
Segment dssets - S8 134160 0 f T '1'8,464_' $ "186,{)'42'-.' £ 338,665
Reconciliation of réportable segment operating Years Ended December 31,
income to the Company's consolidated totais 2014 2013 2012 _
Tatal segment operating income - $.7 101,226 - . -73,723 0§ 62,744
Amortization of acquired software - (1,858) (2,078) (1,888)
Amertization of customer and trade name, mtangf@les {4,546) S (4517) 4,279)
Other expense, net: (355) (1,309) (2,709)
Tncome before incgme taxes § .+ 94467 % - 65,819 8- -.. 53,868.
!.,'_; . T,
(15y QUARTERLY FINANCIAL INFORMATION (unaudited)
The following tablé eontains selected financial information from unaudited statements of income for each guarter of 2014 and 2013.
Qua-rters Ended
2014 2013
_ " Dec, 3] Sept. 30 June30 _ Mar 31 Pec. 31 Sept. 30 June 3G Mar. 31

Revenues - $127,440° $128:664 $124,371 $112,626  $110,735 $107,021. $103,088 $95,799
Gross profit 60,491 61,792 58,558 52,530 52,767 49,549 47,042 43,845
Income before income taxes SO247760 026,698 234060 0 19,603 . 19,062 . 17,572 . 15,053 . 14,132
Net income - 15 317 17,000 14,740 11,883 10,512 11,049 0,047 8.493
Eamings per diluted share - © 043 048 04 0. 33 - 20300 T 032 026 025
Shares used in coniputing diluted :

earnings per share * 33,661 35,284 35,161 35,500 35,348 34,764 34,290 33,948
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Exhibit 23
Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statement (Form 5-8 No. 333-168499) pertaining to the Tyler Technologies,
Inc. Stock Option Plan and the Registration Statement (Form S-8 No. 333-182318) pertaining to the Tyler Technologies, Inc. Employee Stock
Purchase Plan of our reports dated February 18, 2013, with respect to the consolidated financial statements of Tyler Technologies, Inc., and the
effectiveness of internal control over financial reporting of Tyler Technologies, Inc., included in this Annual Report (Form 10-K) for the year
ended Decenmber 31, 2014.

ERNST & YOUNG LLP

Dallas, Texas )
‘Febmary 18, 2015« -



Exhibit 31.1

CERTIFICATIONS

1, John 8. Marr, Jr., certify that:
1.
2.

I have reviewed this annual report on Form 10-K of Tyler Technologies, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

Based on n_lyé knowledge, the financial statements, and other financial information included in this report, fairly present in ail material
respects thé financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registﬁar;t’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-135(e)) and internal control over our financial reporting (as defined in Exchange Act
Rules 13a—15(ﬂ and 15d-15(f)} for Tyler and have:

a) Des1gned such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our
supérvision, to ensure that material information relating to the registrant, including its divisions, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;

b) Deéigned such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

c) Evaludted the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the perlod covered by this report based on such
'evaluahon and

d) .Dtsclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the reglstl ant’s
most recent fiscal quarter {The registrant’s fourth guarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, tothe registrant’s auditors and the audlt committee of the registrant’s board of directors (or persons performing the equivalent
function); | - .

a) Al significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over {inancial reporting.

P

Dated: February lé, 2015 : By: /s/ John 8. Marr, Jr.

John S. Marr, Jr.
o President and Chief Executive Officer



Exhibit 31.2

CERTIFICATIONS

I, Brian K. Millet, icertify that:

1.
2.

I have reviewed this annual report on Form 10-K of Tyler Technologies, Inc.;

Based on my knowledge, this report does not contain any unirue statement-of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

Based on my: knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over our financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for Tyler and have:

a) Desigﬁed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrants, including its divisions, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal confrel over financial reporting, or caused such internal control over {inancial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation. of financial
statements for external purposes in accordance with generally accepted accounting principles;

¢) EBvaluated the effectiveness of the registrant’s disclosure controls and procedures and ])resenfed in this report cur conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d)  Disclosed in this report any change in registrant’s internal control over financial reporting that occwred during the registrant’s most.
1ece11f#flsca1 quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and T have disclosed, based on our most recent evaluation of internal control over financial
reporting, to-the registrant’s auditors and-the audit committee of the registrant’s boald of directors (or persons performing the sguivalent
function): -

a) Al signiﬁcant deficiencies and material weaknesses in the design or operation of internal controls over financizl reporting which are
reascenably likely to adversely affect the registrant’s ability to record, process, sunumarize and report financial information; and

b)  Any fraud, whether or not material, that involves managenent or other employees who have a significant role in the registrant’s
internal controls over financial reporting.

Dated: February 18,2015 By: /s/ Brian K. Miller

Brian K. Miller
i N Executive Vice President and Chief Financial Officer



Exhibit 32

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

John §. Marr, Jr., Presndent and Chief Executwe Officer of Tyler Technologies, Inc., (the “Company”) and Brian K. Miller, Executive Vice
President and Ch]ef Financial Officer of the Company, each certify pursuant to section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C.
Section 1350, that:.

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as amended; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Corporation,,

Dated: February 18,2015 ‘ . By: /s/ John S. Marr, Jr.
John S, Marr, Jr.
President and Chief Executive Officer

By: /s/ Brian K.. Miller
Brian K. Miller
Executive Vice President and Chlef Fmanc1al Ofﬁcm

A signed original of this written statement required by Section 506 has been provided to Tyler Technologies, Inc. and will be retained by Tyler
Technologies, Inc. and fumished to the Securities and Exchange Commission upon request, :
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LINK TO: BID TABULATION - VENDOR SUMMARY PAGE 01 OF 01
BID ID : RQOME15000217
: BCT
S VENDOR ID - "VENDOR NAME RANK C/I TOTAL COST DEV
232942737 . FISHER SCIENTIFIC COMPANY, LLC 001 C 1,671.69
223336902 THOMAS SCIENTIFIC 002 C - 1,956.25 . 17.00
911319190 " VWR SCIENTIFIC CO 003 C 2,066.96  23.60
wf
F1-HELP ; F2-SELECT F5-NEXT F7-PRIOR PAGE
F8-NEXT PAGE F9~LINK ENTER-INQUIRE  CL-EXIT

INQUIRY SUCCESSFUL



